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EDITORIAL PREFACE 


HIS is the first separate Proceedings issue to be published by 
Tithe American Marketing Association. In the past, all or a portion 
of the papers presented at the midwinter meetings appeared in the 
regular issues of the Yournal of Marketing. It will be noticed that 
not all of the papers announced in the program are printed in this 
number. Senator Joseph C. O’Mahoney was ill and hence unable to 
attend the dinner meeting. Leon Henderson who took his place on the 
program spoke informally and off the record concerning the work of 
the T.N.E.C. Dr. H. C. Nolen’s paper, Time and Duty Analysis of 
Salesmen was published in the January issue of the Yournal. Dr. 
N. H. Engle’s presidential address, Gaps in Marketing Research, ap- 
pears as the leading article in the regular April number. The regular 
issue also carries the papers read by Rufus S. Tucker, Dr. Shaw 
Livermore and Dr. Gardiner C. Means, and the discussion of these 
papers by Blackwell Smith. The papers dealing with the uses of the 
Census of Business read at the joint session with the American Sta- 
tistical Association were abstracted for the Yournal of the American 
Statistical Association. A few participants in the discussion of main 
papers did not prepare their remarks for publication. 

The program for the various sessions here reported was arranged 
by a committee under the chairmanship of Professor T. N. Beckman, 
then Vice President of the American Marketing Association. Pro- 
fessor Beckman and his committee merit the congratulations and 
the sincere thanks of the Association membership for the uniform 
excellence of the program throughout all of the meetings. 
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STATE PROTECTIONISM AS A MENACE TO A 
SOUND AGRICULTURAL PROGRAM 





FREDERICK V. WAUGH 
United States Department of Agriculture 


N MARCH 1939 the United States De- 

partment of Agriculture published a 
report on the subject “Barriers to In- 
ternal Trade in Farm Products.” Evi- 
dently the contents of the report at- 
tracted a great deal of interest. It has 
been widely quoted and discussed not 
only by farm papers but by city news- 
papers and trade papers as well. The De- 
partment is still receiving many letters 
commenting on the problems discussed 
in the report. 

Occasionally we have been asked why 
the Federal Department of Agriculture 
is concerned with this subject. The an- 
swer is implied in the title of this paper 
—the Department believes that inter- 
state trade barriers constitute a menace 
to a sound agricultural program. This 
paper will try to explain why. 


BroaD OUTLINES OF A SOUND 
AGRICULTURAL PROGRAM 


This is not a proper time nor place to 
discuss in detail the present agricultural 
programs of the Federal and State Gov- 
ernments, nor to propose the details of 
any new program. We are not concerned 
here with the effect of State protection- 
ism on any particular program such as 
those of the Agricultural Adjustment 
Administration and the Soil Conserva- 
tion Service. The argument of this paper 
is that unnecessary hindrances to inter- 
state trade constitute a menace to any 
sound agricultrual program. Before this 
can be demonstrated we must, of course, 
agree at least on general objectives. 
Probably almost everyone would agree 
on the following points—granting, of 


course, that others might prefer different 
wording and perhaps different emphasis: 

1. The program should be profitable 
to agriculture. It should be aimed at get- 
ting farmers a fair income, good living 
standards, and suitable living conditions 
generally. 

2. It should provide consumers with 
plenty of foods and fibers at prices low 
enough to enable the public to buy ade- 
quate diets and clothing. 

3. It should insure that foods be sani- 
tary and healthful. 

4. It should safeguard future supplies 
of farm products. 

So much for general objectives. What 
sort of farm program will help reach ob- 
jectives like these? Let us think first 
about the last two on the list. How are 
we to insure sanitary and healthful foods 
and how are we to safeguard future sup- 
plies of farm products? Obviously not by 
abandoning all marketing regulation. 
We must have food inspection, grades 
and standards, quarantines, and many 
other kinds of regulation if we are going 
to reach these objectives. But here we 
come up against a real difficulty. Some of 
the laws and regulations on these sub- 
jects may prevent us from reaching other 
desirable objectives like numbers 1 and 
2 on the list. 

How can we devise any program 
which will be profitable to agriculture 
and which will, at the same time, pro- 
vide plenty of food and fiber to the con- 
sumer at a reasonable price? Well, frank- 
ly it isn’t any too easy. In a period of in- 
dustrial depression it may not be 


possible. But one thing is clear—the only 
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way we can ever do both of these things 
at once is by efficiency in production, 
processing, transportation, and market- 
ing. Whatever else the agricultural pro- 
gram does, and whatever administrative 
devices are used, it must not prevent ef- 
ficiency or it will harm both the farmer 
and the consumer. 

Agricultural production in this coun- 
try is generally considered to be efficient 
—-at least in relation to the agriculture 
of many other countries. There are prob- 
ably several reasons for this, but it is 
probably safe to say that the main rea- 
son is specialization by regions. Colonial 
agriculture could not support a high 
standard of living because it was a gen- 
eral farming, self-sufficient, type of pro- 
duction. With the settlement of the con- 
tinent and the great improvement in 
transportation agriculture became spe- 
cialized. New England stopped growing 
grain and beef cattle and specialized in 
milk. New England found it could pros- 
per better by purchasing grain and meat 
from areas in the West which could pro- 
duce them more cheaply. The center of 
hog production moved gradually from 
near the Atlantic seaboard out to Illi- 
nois and Iowa. Great “‘belts’’ developed 
—a wheat belt, a corn and hog belt, a 
cotton belt, a dairy belt; each located 
where climate, soil, and other natural 
conditions dictated. 

This kind of specialization, and its re- 
sulting efficiency, could be completely 
defeated by State protectionism. This 
does not mean that all marketing regula- 
tions are undesirable. We have already 
seen that many kinds of regulation are 
necessary. But, to quote from the report 
of the Department, these regulations 
should be so written and so administered 
that ‘‘(1) each State and each market in 
each State admits any healthful and hon- 
estly described products from any part of 
the country without any kind of discrimt- 


nation on account of the location of the pro- 
ducer or dealer, and (2) the various State 
governments and the Federal Government 
cooperate in the development of laws and 
regulations that are as simple as possible 
and as uniform as possible in order that a 
shipment that is acceptable in one market 
will also be acceptable in any other market 
in the country.” 

This is about what economists mean 
by the phrase, free trade, which does not 
mean unregulated trade. The fact is that 
good food inspection, grades and stand- 
ards, quarantines, and similar regula- 
tions promote freedom of trade. If prop- 
erly written and administered they make 
it easier and cheaper for the producer to 
sell in a distant market. The trouble is 
that many laws and regulations on these 
and similar subjects have been written 
or administered in such a way as to pe- 
nalize certain groups of producers by 
making it difficult or impossible for them 
to sell in their natural markets. It might 
be well to give here a few illustrations. 


A Few ExamMPLeEs or 
TRADE BARRIERS 


The most elaborate methods of food 
inspection are those applying to dairy 
products. It is not for the economist or 
the marketing specialist to judge tech- 
nical details of such inspections. He may 
sometimes wonder how necessary it is to 
provide milkers with hem-stitched towels; 
but, after all, this is a matter for doctors 
and chemists to decide. The fact that 
should concern the economists is that 
these inspections are often carried out in 
a way which arbitrarily limits the areas 
of milk sheds and excludes perfectly 
good, sanitary milk, cream and other 
dairy products from their natural mar- 
kets. Washington, D. C., had somewhat 
of a furore a few months ago about some 
“bootleg” cream from Indiana. After a 
great deal of newspaper publicity and a 
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Congressional investigation it was found 
that the cream had a lower bacteria 
count than the average locally produced 
cream. Still, it was “bootleg” cream. 
And any Indiana cream is still “boot- 
leg’”’ cream in the Washington market, 
and in many other large eastern markets. 
It makes no difference how good the 
cream is, nor how contented the cows 
are. The law says that no cream is to be 
sold in Washington, D. C., without a 
certificate issued by the Washington 
Board of Health. That Board of Health 
does not inspect Indiana dairy farms. 
Neither does it accept the inspection of 
any other agency however competent it 
may be. So western cream is excluded 
from many eastern markets just as ef- 
fectively as by an embargo. 

But the western legislatures have not 
been without ideas to help their dairy- 
men. Oleomargarine competes to some 
extent with western butter. Probably 
the degree of competition is greatly ex- 
aggerated in the minds of some western 
dairymen. As a result, many of these 
States have levied high taxes, license 
fees, and other hindrances to the sale of 
margarine. In Wisconsin and Washing- 
ton the tax is 15 cents a pound. The 
stated purpose is to raise revenue. The 
combined revenue received by these two 
States in the latest available year 
amounted to $14.42. The cost of collec- 
tion is not known. Such a tax obviously 
is not an effective revenue producer but 
it is an effective barrier to the sale of 
margarine. The southern producers of 
cottonseed oil and peanut oil are effec- 
tively barred from selling these products 
in the form of margarine in certain 
States. In many others the sale of mar- 
garine is greatly hindered. Of course, 
there have been other defenses of mar- 
garine taxes in addition to the claim that 
it is for revenue. Sometimes it is claimed 
that it protects the consumer from a 


worthless, unhealthful, or misrepresent- 
ed food. This, however, should be a tech- 
nical matter for the pure foods experts, 
rather than for the tax-gatherer to de- 
cide. 

The South has been talking about sev- 
eral possible kinds of retaliation against 
States with high margarine taxes. So far 
little has been done along this specific 
line, but we might note that Louisiana 
has passed a “Reciprocal Quarantine 
Act” providing that “it shall be unlaw- 
ful for any person, ... to ship or trans- 
port into this State... any agricultural 
or horticultural plant or plant product 
from any State, Territory, or foreign 
country which prohibits the shipment 
from this State of any such... product 
by reason of quarantine or embargo of 
any kind or nature.”’ This, of course, is 
not really a quarantine at all, but it 
shows to what extremes some States may 
go if they feel they have been excluded 
from their legitimate markets. An even 
more extreme case is a Georgia law 
which directs the Commissioner of Agri- 
culture to embargo fruits and vegetables 
coming into the State whenever such ac- 
tion is necessary to protect Georgia 
growers. 

Probably there are more discrimina- 
tory laws on alcoholic beverages than 
any other commodity. Recent court de- 
cisions indicate that the Twenty-first 
Amendment to the Federal Constitution 
turned the whole problem of liquor regu- 
lation back to the States. They are free 
to set up any taxes and any kind of dis- 
criminations they please. 

Motor trucks and merchant truckers 
have been subjected to a great variety of 
regulations. Not only does each State 
have laws concerning license fees and 
taxes; there are also many complex, 
varying, and sometimes conflicting laws 
governing weights, sizes, and equipment. 
Merchant truckers are subjected to 
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further regulations. In many towns and 
cities they must pay very high fees for 
the privilege of selling in competition to 
the local dealers, and they are practi- 
cally barred from other cities. 

Grades, standards, and marking re- 
quirements raise many technical prob- 
lems which need not concern us here, but 
we might end our examples with the case 
of a West Virginia trucker who recently 
complained to the Department. He 
wrote that he bought a truck load of po- 
tatoes in Michigan, had them inspected 
and certified by a Federal-State inspec- 
tor, and directed his son to drive the 
load to his place of business in West Vir- 
ginia. He stated that his son was ar- 
rested by a constable in Ohio on the 
grounds that hewastransporting through 
the State potatoes which were not 
marked properly according to the Ohio 
law. His son did not have enough money 
to pay the fine so they took what he had 
and put him in jail to work out the rest 
of it. 

These few examples probably are 
enough to illustrate what is meant by 
trade barriers. It would be a mistake to 
assume that all agricultural products 
are subjected to barriers like these in all 
markets. The examples cited include 
some of the more drastic barriers. Yet it 
would also be a mistake to think of these 
examples as a few isolated cases—or as 
exceptions which prove the general rule 
of free interstate trade. We cannot pos- 
sibly summarize here all the barriers 
which exist, but they are very numerous 
and have grown rapidly during the past 
ten years. The Department of Agricul- 
ture believes that existing barriers now 
interfere seriously with free interstate 
trade in agricultural products. The 
Council of State Governments and the 
National Association of Commissioners, 
Secretaries, and Directors of Agricul- 
ture take the same view. Both Federal 


and State officials agree that the present 
situation is serious, and both are anxious 
to find a solution. 


Economic RESULTS OF 
TRADE BARRIERS 


A recent review of the United States 
Department of Agriculture report! 
pointed out that its greatest weakness 
was its failure to measure the economic 
effects of existing barriers. This com- 
ment is well founded. The writer knows 
of no serious attempt to measure accu- 
rately how much these regulatory meas- 
ures cost, how much they raise food 
prices, how much they add to marketing 
costs, to what extent they force changes 
in diets and in total consumption, or how 
they affect farm production and meth- 
ods of producing and marketing farm 
crops. This is a subject worthy of careful 
analysis, but as yet practically no accu- 
rate measurements appear to be availa- 
ble. 

As a poor substitute for careful meas- 
urement it may be worth while to discuss 
briefly the kind of economic results 
which can be expected from a typical 
trade barrier. Let us take any market 
which follows the practice of limiting the 
milk and cream sheds by refusing to in- 
spect farms outside arbitrary bounda- 
ries. What economic effects have been 
observed, or what can be expected? 

First, such an arrangement makes it 
possible for the local health authorities 
to be pretty sure consumers in their city 
get sanitary milk and cream. This is a 
matter of primary importance. Without 
adequate inspection of milk supplies the 
public—and particularly the children— 
would face the danger of serious diseases. 
But is there no other way to insure safe 
supplies of milk and cream? For example 
why could not consumers in Washing- 


1 Charles M. Elkinton, in the Fournal of Farm Eco- 
nomics, August 1939, p. 686. 
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ton, D. C., get just as good protection 
from Indiana inspectors, or from Fed- 
eral Inspectors, as they get under the 
present arrangement? 

Second, by restricting the supply area 
and limiting the amount of dairy prod- 
ucts sold in these cities the local dairy- 
man gets a higher price for his product. 
In other words, this type of inspection is 
a fairly successful device for giving mo- 
nopoly profits to particular groups of 
producers. It is interesting to note that 
these local producer groups have been 
the strongest advocates of the kind of 
milk inspection discussed here. Although 
the consumers are supposed to be the 
beneficiaries of the services, it appears 
that neither they nor their organizations 
have supported this kind of milk inspec- 
tion very strongly, and in some cases 
have opposed it. 

Third, this type of inspection adds 
substantially to costs of production. This 
is partly due to many costly improve- 
ments which are required on dairy 
farms, but even more due to barring 
cheaper supply areas from the market. 
Thus, although local producer groups 
may be able to raise milk and cream 
prices by these devices they raise pro- 
duction costs at the same time. This re- 
duces the amount of net profit which any 
local group can expect. 

Fourth, although such an inspection 
system may result in safe milk it com- 
monly necessitates a decrease in milk 
consumption—particularly by families 
in the lowest income brackets. This 
raises a very interesting question of pub- 
lic health. How drastic must the regula- 
tions be before reaching the point where 
public health is endangered by limiting 
the amount of milk the consumer can af- 
ford? Perhaps many consumers would be 
better off with more milk even if it hada 
few more bacteria in it. 

Fifth, although a local producer group 


may get some monopoly profit from an 
inspection scheme which limits the sup- 
ply area, what about the dairyman who 
gets shut out? He must sell his milk as 
surplus at low prices. This not only hurts 
him, it also depresses the price of butter 
and disorganizes the whole milk price 
structure. 

Perhaps these are the main economic 
effects of this particular type of trade 
barrier. Careful study would be needed 
before we could arrive at any useful 
quantitative measure of them. 

One general comment which needs to 
be made about all barriers to trade in 
food products is that they ordinarily 
tend to raise food prices and to reduce 
food consumption. The burden of these 
price increases falls heavily on low in- 
come families who spend a large part of 
their incomes for food. In some cases, 
like the margarine taxes, the poorest 
families bear practically all the burden. 
Well-to-do families would use little 
margarine even if there were no marga- 
rine taxes. 


Can ANYTHING BE Done 
ABOUT TRADE BARRIERS? 


Perhaps the reader may be willing to 
concede without further argument that 
State protectionism does menace any 
sound agricultural program, but he may 
wonder what can be done to remedy the 
situation. 

We shall not discuss remedies here in 
any detail, but might indicate in a general 
way what the prospects are of improving 
the situation. We have already noted 
that both Federal and State officials 
want to remove unnecessary hindrances 
to trade. This is a good first step. Where 
there is a will there may be a way. 

So far little progress has been made in 
removing existing barriers. This will re- 
quire time. However, the 1938-1939 ses- 
sions of the State legislatures set a good 
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record by defeating some 50 or 60 bills 
which would have erected new barriers 
to the sale of farm products. If this prob- 
lem is kept before the public it is quite 
possible that in 1940-1941 many of the 
worst barriers may be removed. 

The most hopeful approach seems to 
be through joint efforts of Federal and 
State officials to work out cooperative 
solutions to these problems of market- 
ing. Great improvements have been 


made in plant quarantines in recent years 
through the efforts of the Regional Plant 
Boards and the National Plant Board. 
The solution probably is not to concen- 
trate all the authority on these matters 
in the Federal Government, but to use 
both the State and Federal agencies in 
the administration of a sound regulatory 
program which will protect the public 
and which at the same time will permit 
efficient farming and efficient marketing. 





os “f 


—F—— - Ft ee 1H Kt et CUD COU 


a “+a «ag —pT 


oso ce 





TAXATION WITH MISREPRESENTATION 


C. S. LOGSDON 
Michigan State College of Agriculture and Applied Science 


HE TAXATION aspects of interstate 
ja barriers present a problem of 
as much importance to marketing men 
as to students of public finance. Its study 
will reveal a curious mixture of unsound 
theory, bad ethics, ingenious subterfuge 
and practical politics. 

In the first place, it ought to be self- 
evident that an honest tax measure is 
one which clearly states its objective 
and that a so-called revenue law which 
penalizes interstate commerce will, in- 
stead of increasing the state’s income, 
curtail it through the decline or disap- 
pearance of the tax base. Hence, while 
we may justifiably complain about the 
general tax burden, we should not add 
the charge of trade barrier effects to the 
indictment. The principal matter to be 
discussed here is the increasing use of 
laws purporting to be revenue acts which 
have, in fact, a trade barrier objective. 

It is generally recognized, of course, 
that states have tremendously increased 
demands for public expenditure and that 
heavier taxes and new sources of funds 
are essential. It is equally apparent that 
a state has the right and duty to protect 
its income so long as discrimination is 
avoided. The temptation is ever present 
to blacklist many defensible restrictions 
against the evasion of domestic taxation 
by foreign corporations or individuals by 
calling them barriers to interstate com- 
merce. So long as tax legislation tends 
only to equalize competitive opportu- 
nity, there should be no objection; but in 
our recently well-aroused indignation 
against the trend toward economic pro- 
vincialism, we become more enthusiastic 
than selective in our condemnation. Not 
only do we apply the trade barrier stig- 


ma too freely in some directions, but we 
have probably failed to appreciate the 
restrictive effects that are found in 
others.! 

We should conserve our energies to at- 
tack the invocation of the taxing power 
to hide purposes which could not be at- 
tained if legislation were subjected to the 
labeling and advertising restrictions 
borne by business enterprise. A tax 
which openly levies upon the possession 
of wealth or the receipt of income, which 
requires payment for the enjoyment of 
special benefits or privileges, or which is 
punitive to socially undesirable activi- 
ties may involve problems of theoretical 
importance and may constitute a bur- 
densome cost tothe business community. 
However, it does not warrant as much 
critical attention as the action of legisla- 
tors who, succumbing to lobbying pres- 
sure, pervert the state’s tax authority for 
the benefit of special group interests. 

Thereis no question but that the states 
have the power to tax intrastate com- 
merce, but the taxation of interstate 
commerce has constitutional and judicial 
aspects. There is no provision in the Fed- 
eral Constitution specifically prohibiting 
the states from levying against trade be- 
tween the states, but the courts have 
traditionally limited such a practice. 
Until very recently, at least, the ac- 
cepted doctrine has been that the na- 
tional government has control over mat- 
ters of common interest to the entire 
country or which require uniformity of 
control, while affairs of purely local con- 
cern are the province of the states. 


1 For example, the barrier effects of motor freight 
regulation are well publicized, while restrictions upon 
rail freight are generally ignored. 
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The representatives of the states at 
the Constitutional Convention © sur- 
rendered certain phases of their sover- 
eignty in order to strengthen the central 
government and to preserve national 
unity. They were not capable of antici- 
pating the future expansion and complex- 
ity of national life. Hence, instead of 
stating the exact division of authority in 
a comprehensive list of possible situa- 
tions, they set up a few basic principles 
and enumerated certain powers of the 
federal authority. The inference may be 
taken, in a study of Convention proceed- 
ings, that enough power was reluctantly 
given to the federal government to over- 
come the weaknesses of the Confedera- 
tion but not enough to permit an en- 
croachment upon the powers of the 
states. 

The present extent of national control 
has come largely from the addition of im- 
plied and inferred powers by Supreme 
Court decision. The establishment of 
Congressional dominance and the idea 
that the states have powers by suffer- 
ance rather than by inheritance comes 
from an early decision,? which stated 
that interstate commerce should not be 
regarded as a single subject of legislation 
but as covering many subjects or phases; 
that as to some of these phases Congress 
had exclusive power to regulate in the 
sense of sole power; while as to other 
phases, Congress had exclusive power 
only in the sense of superior power, and 
that as to the latter phases, the states 
might regulate them until Congress saw 
fit to do so. 

At various times, the Supreme Court 
has forbidden the states to tax goods in 
interstate commerce until they had be- 
come “mingled with other property in 
the state by being taken from their orig- 
inal package, sold, or offered for sale’’ ;3 


2 Cooley v. The Port Wardens (12 How. 299). 
5 Brown v. Maryland (12 Wheaton 419). 


has invalidated the imposition of a tax 
which operated to discriminate against 
goods brought in from another state;‘ 
and has protected from taxation or pro- 
hibition residents or legal persons of an- 
other state insofar as their interstate 
business was concerned.® 

There is some evidence that a shift is 
taking place in the Court’s attitude to- 
ward the respective tax powers of the 
federal and state governments. When 
precedent is not clearly available, it is 
apparent that the Court must rely upon 
its own collective views and judgment. 
This has been an increasing necessity 
and has developed judicial controversy 
as particular facts and personal ideology 
assume greater importance then prece- 
dent. As one result, state authorities 
may be prevailed upon to pass laws, 
formerly taboo, in the hope that the use 
of the revenue camouflage or change in 
judicial attitude might weaken the 
tendency of injured parties to risk a 
doubtful court test. The apparent de- 
parture from a reliance upon tradition 
may be illustrated by reference to recent 
decisions which upheld the right of Lou- 
isiana to tax chain stores on the basis of 
their national size,® and declined to con- 
cede the operation of discrimination in 
the confiscatory Washington state mar- 
garine tax.’ 

The legislative reliance upon the tax- 
ing power to cloak non-fiscal ends is not 
a new matter, but the recent accelera- 
tion of its use and the diversity of its 
forms are phenomenal. An examination 
of several of the common resorts to taxa- 
tion for the enforcement of discrimina- 
tion will suffice to illustrate the point of 
this discussion. 

All of the states have provided for the 


4 Darnell and Son v. Memphis (208 U.S. 113). 

5 Osborne v. Florida (164 U.S. 650). 

6 The Great A. & P. Tea Co. et al. v. Alice Lee Gros- 
jean 81 U.S. 735, 1937 (Lawyers Ed.). 

7 A. Mangano Co. v. Hamilton (292 U.S. 40). 
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regulation of motor vehicle traffic with 
the stated purpose being to secure funds 
for highway construction and mainte- 
nance or to protect the public safety. 
Taxes are laid variously upon chassis 
weight, unladen weight, load capacity, 
gross weight, number of axles, horsepow- 
er, tire size, ton miles of operation, vehicle 
dimensions, vehicle type, gasoline pur- 
chases, gasoline brought into the state in 
excess of certain maximums, the use of 
Diesel fuel, the right of operation, cara- 
van towage, annual inspection, driver 
registration, vehicle registration, owner- 
ship, et cetera. Seven states have no ar- 
rangement for tax reciprocity and thirty- 
two grant it only partially. The effect of 
most of the above laws is to discriminate 
against out-of-state truckers, either by 
the wording of the law or by its admin- 
istration. The taxes are ordinarily higher 
on non-resident vehicles; but even when 
uniform, they bear more heavily upon 
the transient or small itinerant trucker, 
since he may not benefit from the con- 
cessions or routinized compliance en- 
joyed by local or large regular interstate 
companies. It is apparent that some- 
thing more than revenue or public wel- 
fare is involved in the Louisiana license 
tax of $200 on non-residents importing 
certain farm products in trucks for sale. 
This instance and many others betray 
the real purpose of much truck legisla- 
tion to be the barring of competitive 
outside motor carriers and products. 
Twenty-three states have adopted ex- 
cise taxes on margarine and sixteen re- 
quire its manufacture, distribution, sale 
or serving to be licensed. The fees range 
from a nominal amount to $1000 an- 
nually. In some states, tax exemption is 
granted to margarine containing locally 
produced vegetable or animal fats and 
oils. These laws have been adopted in the 
name of revenue or the protection of 
consumers against fraud, but an analysis 


of the state laws on this subject will 
readily indicate that the stringency of 
regulation bears a notable correlation 
with the local importance of the dairy in- 
dustry and that relaxations of the law 
are most conspicuous where butter sub- 
stitutes are most essential or are pro- 
ducible from home-grown fats and oils. 
Thus, Wisconsin requires license fees of 
those handling margarine and levies a 
tax of 15¢ per pound upon the product. 
Arizona, on the other hand, has no tax 
and very little regulation, while Ala- 
bama exempts from taxation margarine 
manufactured from cottonseed, peanut, 
corn or soy bean oils; also oil, stearin or 
stock from cattle; hog lard; and milk fat. 
It is significant that the Supreme Court 
has upheld tax imposition on margarine 
so long as the act appears, on its face, to 
be a revenue measure. It has declared it- 
self as not ready to go behind the surface 
to seek the motive.® The real purpose of 
margarine taxation is to penalize butter 
substitutes in favor of domestic dairy in- 
terests or to promote the use of local 
margarine ingredients. 

Another favored field for indirectness 
in taxation is the beer, wine and liquor 
industry. In this case, the states are 
freed from constitutuonal inhibitions by 
the Twenty-first Amendment, which 
specifically gave them the power to con- 
trol intoxicants. They exercise this free- 
dom in various ways to effect discrimina- 
tion through taxation. Lower taxes are 
levied upon manufacturers using local 
raw materials; tax exemptions or lower 
rates are granted to beverages produced 
for sale in another state; higher taxes are 
levied on imports, the importer, or the 
producer than on local business; and 
heavy fees may be required of dealers 
who do not maintain a regularly estab- 
lished place of business in the consuming 
state. As examples of the above, Arkan- 

8 U. S. 0. Doremus (195 U.S. 27). 
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sas relieves from the s5o¢ gallonage tax, 
wine produced from home fruit; the 
Michigan beer tax of $1.25 per barrel i is 
not applied to exports; Pennsylvania re- 
quires importing distributors to pay a 
license of $900 as against the local fee of 
$400; and Louisiana levies a fee of $10,- 
coo on wholesale or retail liquor dealers 
who have no regular place of business in 
the state, while collecting but $1,000 
from residents. The stripping of fiscal 
disguise from this type of legislation by 
retaliatory measures and border friction 
has been an important factor in arousing 
public interest in the extent of the inter- 
state trade barrier movement. 

One third of the states have adopted a 
use tax. This is intended to supplement 
the sales tax by levying upon the storage 
use, or other consumption of goods. The 
tax theoretically reaches commodities 
brought in after purchase in a neighbor- 
ing state where the sales tax is at a lower 
rate or is non-existent. The use idea 
avoids the legal danger involved in the 
taxation of interstate sales, since the con- 
trol of consumption is clearly a state 
right. 

If the use tax includes an offset or 
compensatory clause which relieves the 
taxpayer from repaying the amount of 
sales tax already collected in the state of 
purchase, a trade barrier probably does 
not exist, but when such relief is not pro- 
vided, residents of border communities, 
mail order houses, and other direct sell- 
ers, are subject to a discriminatory bur- 
den. The fact that the administration 
and collection of such a tax is so obvi- 
ously a difficult matter betrays the ef- 
forts of the legislators to enforce buying 
at home under the cover of revenue ne- 
cessity or tax equalization. 

Chain store taxation as a movement 
seems to be checked. No new laws were 
passed this year, but twenty are still in 
effect. This tax is usually omitted from a 


compilation of interstate trade barriers, 
possibly on the ground that it is not dis- 
criminating against out-of-state chains. 
Except for the Tennessee floor space tax® 
the laws do not distinguish between local 
and out-of-state operators. However, 
since the taxes are graduated according 
to the number of stores operated or the 
gross receipts, the interstate companies, 
having the larger number of stores and 
the greater volume, must bear the heav- 
ier burden. 

When the maximum fee is low and the 
base number of stores for the maximum 
fee is high, the law may be a revenue 
measure with only incidental barrier ef- 
fects; but when the opposite conditions 
appear in the law, revenue shrinks and 
the statute becomes the protector of the 
local independent merchant and drives 
out his most efficient competition. In 
such a case, the revenue label becomes a 
misnomer. 

From the point of view of this paper, 
one thing may be said for chain store 
taxation laws. Their relatively long his- 
tory—twenty-two years—and the pub- 
licity given to the issue by both its ad- 
vocates and opponents have stripped 
most of the revenue pretense from the 
legislation. There is nothing subtle, for 
example, about the chain store tax bills 
proposed by Congressman Patman. 

One other type of barrier involving a 
tax levy deserves inclusion, perhaps, in 
this discussion. Taxes levied upon the 
premiums paid to non-resident insurance 
companies are intended, of course, to 
favor domestic underwriters. If a higher 
tax is levied upon the out-of-state com- 
pany but the local concern is taxed on 
its assets at a rate which equalized the 
burden, no real discrimination occurs 
and a revenue purpose may be truly 


* A tax of $4.50 per 100 sq. ft. of floor space is levied 
upon each interstate chain store. Intrastate chains are 
taxed at the rate of $3.00. 
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served. When, however, such compensa- 
tion is not provided, the discouragement 
of the foreign company must be the real 
purpose. 

Theoretically, the extensive retalia- 
tion among the states in insurance com- 
pany regulation ought to exercise a long 
run stabilizing influence, but such action 
is quite as likely to increase costs of op- 
eration in other states with but little ad- 
vantage on their coverage in their home 
state. No constitutional problem is in- 
volved in insurance taxation, since the 
Supreme Court decided long ago that in- 
surance is not commerce, and, therefore, 
is not protected by the commerce 
clause.?” 

The cost of compliance with tax laws 
deserves comment. The collection, ac- 
counting, and reporting of the general 
retail sales tax, for example, is an ex- 
pense which may have to be borne by 
the merchant. The use of bracket tax 
schedules, whereby consumer purchases 
of other than even dollar multiples bear 
a heavier actual tax rate than that con- 
templated in the law, permits a partial 
offset of such expense. Thus, the collec- 
tion of a one cent tax on a ten cent pur- 
chase represents a ten per cent tax. On 
the other hand, sales of less than ten 
cents may not carry a tax, and the ac- 
cumulation of such untaxed sales may 
become great enough that over-collec- 
tion on larger sales will not cover the 
total tax due the state. The adoption of 
special sales tax coins or tokens in frac- 
tional denominations overcomes some of 
this difficulty. It is worth noting that 
some states"! exempt the first $500 or so 
of sales or gross income and others” per- 
mit the merchant to retain from 3% to 

10 Paul v. Virginia (8 Wall 168); Hooper v. California 
(155 U.S. 648); N. Y. Life Ins. Co. v. Cravens (178 U.S. 
389). 
2p. C., Indiana, Michigan, Washington and West 
Virginia. 

2 Colorado, Missouri. 


5% of the taxes collected as compensa- 
tion for the collection expense. 

A discussion of taxation in interstate 
trade barriers cannot avoid some treat- 
ment of the matters of tax shifting and 
incidence. This subject represents one of 
the most difficult phases of price analysis 
and provokes a vast amount of argu- 
ment and disagreement among econo- 
mists. Since, however, there is a popular 
misconception that all business taxes are 
simply passed on to the consumer, 
enough theory will be quoted here to in- 
dicate the error in such a generalization 
and to point out some of the circum- 
stances which alter cases. 

The shifting of a tax is conditioned by 
a number of factors closely related to the 
familiar laws of supply and demand. A 
tax cannot be shifted unless it can be 
added to price, for there is no other way 
to transfer the financial burden to anyone 
else. Reduction of quality or quantity at 
the same price is, of course, the same as a 
price change. A business tax may be 
completely or only partly shifted, or may 
be entirely and necessarily borne by the 
first payer. As a result of a tax, the price 
may be raised by more than the tax. The 
actual result will depend upon the degree 
of competition, the reaction of unit pro- 
duction costs to varying output, or, fun- 
damentally, upon the effect of the levy 
upon the demand for and supply of that 
which is taxed. For instance, if a tax is 
laid upon a product for which the de- 
mand is elastic, any attempt to add the 
tax to the selling price will reduce de- 
mand and the subsequent keener com- 
petition, by sellers, for the balance of the 
demand will bring the price back down 
and make shifting only partly successful. 
A tax on the product of a firm producing 
under conditions of decreasing unit costs 
will, if added to price, reduce demand 
and curtail production so that, to cover 
the increased unit costs, the price must 
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be raised by an amount greater than the 
tax. On the other hand, if the industry 
suffers from increasing unit costs with 
expanded output, the tax, by reducing 
demand and volume, may lower the pro- 
duction expense and permit the absorp- 
tion of part of the tax. 

Since business is neither perfectly com- 
petitive nor purely monopolistic, since 
the accurate measurement of demand 
and supply elasticity is next to impossi- 
ble, and since the circumstances sur- 
rounding the imposition and collection 
of any particular tax are typicallydynam- 
ic, analysis is discouraged and misrep- 
resentation of shifting and incidence re- 
mains relatively unchecked. There are 
few other economic fields in which there 
is a greater dearth of unquestioned fac- 
tual evidence. 

Some taxes may be shifted backward 
as well as forward. If the addition of the 
tax to the selling price is not feasible, the 
original payer may shift the tax back to 
those from whom he buys. This possi- 
bility depends upon the elasticity of sup- 
ply. If it is relatively inelastic—that is, if 
the suppliers find that they cannot phy- 
sically or economically withhold their 
product from the market—they may 
have to furnish about the same quantity 
at a lower offered price. This kind of 
shifting is most likely to occur in the 
channels for marketing agricultural prod- 
ucts. 

The general consequences of inter- 
state trade barriers are adequately treat- 
ed elsewhere.* They are now widely 


13 Melder, F. Eugene, State and Local Barriers to 
Interstate Commerce in the United States. Orono, Maine. 
University of Maine Press. 1937. 

Taylor, George R., Burtis, Edgar L. and Waugh, 
Frederick V., of the U. S. Department of Agriculture. 
A Special Report, Barriers to Internal Trade in Farm 


recognized as a trend away from the 
principles upon which our economic sys- 
tem was built. If recent publicity by The 
Council of StateGovernments and others 
has not yet reversed the movement, at 
least a check to the expansion of certain 
form of restriction is apparent. So far as 
the misuse of the tax power is concerned 
we may expect it to offer the strongest 
resistance to criticism and attempts to 
secure correction. This is predictable on 
the premise that the public is resigned to 
new and heavier taxation. Such an atti- 
tude sets the stage for the lobbyist and 
the susceptible legislator who may only 
refine their degree of deviousness. 

While business regulation in general is 
likely to continue, and justifiably so in 
particular instances, we can resist the 
encroachment of laws which obviously 
and directly raise obstacles to the free- 
dom of trade between the states; and we 
should, certainly, insist upon honesty in 
the expression of statutory purposes. 
Regulatory laws should stand or fall on 
their own merits and not disarm and 
confuse the subjects of their attention by 
masquerade under the protective colora- 
tion of revenue necessity. Taxation with 
misrepresentation is quite as bad as tax- 
ation without representation. 





Products. Washington, Govenment Printing Office. 
1939. 

Trade Barriers Among the States. Proceedings of the 
National Conference on Interstate Trade Barriers. Chi- 
cago, The Council of State Governments. 1939. 

Baum, Arthur W., “Forty-Eight Kingdoms,” Coun- 
try Gentleman. July, 1939. 

Beard, Charles A., “‘Forty-Eight Sovereigns,” Today. 
January 11, 1936. 

Buell, Raymond L., “Death by Tariff,” Fortune. 
August, 1938. 

Flynn, John T., “Shove Thy Neighbor,” Colliers. 
April 30, 1938. 

Jacoby, Neil H. Retail Sales Taxation. Chicago, Ill. 
Commerce Clearing House, Inc. 1938. 
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PLANNING SALES CAMPAIGNS IN 
FORTY-EIGHT SOVEREIGNTIES 


PHILIP SALISBURY 
Executive Editor of Sales Management 


ROBABLY most of you think that you 

havea pretty good understanding of 
the nation’s geography. If the 48 states 
were hacked out into jig-saw pieces, you 
could put the puzzle together again in 
quick order. 

You think you could—but, as a matter 
of fact the geography has changed a 
great deal since you went to school. We 
don’t have 48 states anymore—we have 
48 separate kingdoms. I didn’t come 
here to give you a lecture on geography, 
and so I haven’t a complete December, 
1939, model map to show you. 

However, I do have a segment of the 
map and here it is. It used to be, you 
know, that it was pretty hard to tell 
when you stepped from one state into 
another, but you don’t have that diffi- 
culty today, for each little state or king- 
dom has raised a high wall. 

They have guns for defensive purposes 
—guns in the form of multitudinous tax, 
inspection, standardizing and grading 
laws—designed to protect home indus- 
try. It’s strange that they waited until 
the Thirties to figure out this form of 
protection, for the idea is modelled after 
the Republican Party’s Protective Tariff 
System, “Buy American.” “Buy Bingo 
State Products.” “Buy Bilgeville.” 

This big-scale map doesn’t show you 
all of the interesting details. For exam- 
ple—here (pointing) is a gate, and if you 
are in one principality you may look 
through the gate into the adjoining king- 
dom where you see luscious green grass 
and belching factory smoke chimneys—a 
perfect picture of sales potentialities. 
You decide that you would like to do 


business in such a rich kingdom, and, 
trustingly, you start through the gate, 
but immediately you are pounced upon 
by uniformed guards and embarrassed 
even more than the young farmer whose 
plight was recently described by Gover- 
nor Stark of Missouri. 

The young man lived on a farm right 
near the border and was engaged to be 
married to a farmer’s daughter just over 
the line in the adjoining kingdom. On 
the morning of the wedding day he re- 
ceived a telegram from relatives in still 
another kingdom advising him to stop at 
the express office for a wedding present. 
He started off in his light truck, which 
was the only conveyance he had, and 
when he got to the express office he 
found the present was a big, shiny, elec- 
tric refrigerator. He loaded it into the 
back of the truck and started off to the 
wedding. He breezed through the gates 
of the adjoining kingdom without slack- 
ening down and was hailed by a guard. 
So engrossed was he with thoughts of the 
ceremony to come that he did not pay 
any attention to the guard until the lat- 
ter took a shot at his rear tire. Then he 
stopped. Suddenly. 

The guard ambled over with the slow, 
lackadaisical gait which we so often see 
when cops blow their whistles if we pass 
a red light, or transgress some other 
minor traffic rule, and he said to the 
young man: “Well buddy—so you think 
you're going to smuggle this refrigerator 
in, do you?” The young man explained 
that he wasn’t doing any smuggling— 
that it was a wedding present—but the 
cop was not impressed. Finally, after 
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much heated discussion, the cop relented 
to the point where he allowed the young 
man to call the home of his future father- 
in-law and the cop, after talking with the 
farmer, grudgingly let the young man 
go. 
That evening the couple started back 
across the border to their new home— 
with the refrigerator still in the back of 
the truck. As they approached the port 
of entry the young man remembered the 
experience of the morning and slowed 
down. Another set of guards was on duty 
—and this time the farmer was charged 
with smuggling the machine out of the 
kingdom without having paid the sales 
tax. Another long argument ensued, fol- 
lowed by a second telephone call, before 
the bride and groom could proceed on 
their way. 

I would like to be able to say that the 
bride and groom have lived happily ever 
since, with no worries on their minds— 
but—the actual truth is that nearly 
every day they pay through the pocket- 
book, or through time and effort, a trib- 
ute to other silly trade barriers. 


Ir You’reE A Bic BuTrerR AND 


Ecc Man 


Now, let’s assume that you are a 
manufacturer located in state ‘‘a” and 
you want to do business in state “‘z.” 
Let’s assume that you have your own 
truck and you decide to ship your goods 
to “z’’ by that method. Right off the 
bat you are stymied because state “‘a’”’ 
permits vehicles with a loaded weight 
up to 40,000 pounds, and since most of 
your business is in state “‘a” you have 
provided yourself with that type of 
truck. Now you find that you can’t get 
across the border to either of the adjoin- 
ing states, because ¢his state permits a 
total gross weight of only 25,000 pounds, 
and that state has a 15,000 pound limit. 


But—you don’t let that discourage 





you for there are commercial truckers 
who can do the job for you. You get an 
estimate from them, however, and you 
find that you still haven’t got a satis- 
factory answer because it costs the 
trucker $1,100 to operate in the several 
kingdoms, and of course he has to pass 
those costs on to you. He can get into 
the adjoining state without charge be- 
cause that has a reciprocal license agree- 
ment with state “‘a’’—but when he comes 
to the following border, he has to pay a 
$400 license fee, and the following state 
$300, and in “‘z’’ $400. 

I’m not exaggerating a bit. These are 
problems which are typical of current 
enforced laws in many of our states. 

Let’s assume that instead of being 
just a manufacturer in state “a,” you 
are a big butter and egg, or dairy prod- 
ucts manufacturer. You have a lot of 
fresh eggs and you would like to sell some 
of them in “‘z.’” So—you ship them down 
there, only to find that they aren’t fresh 
eggs, for, according to the laws of king- 
dom “z’’ the only /ega/ly fresh eggs are 
eggs which have been laid by hens in 
that state. Even if you made a rapid col- 
lection of eggs right from the hens this 
morning, and rushed them down to “‘z” 
by railway express so that they arrived 
there the afternoon of the laying day, 
they sti// wouldn’t be fresh eggs. 

In another department of your busi- 
ness you sell butter. But when you ship 
your butter down to “‘z’’ you find that 
every pound of it must be inspected and 
graded, at your expense, by a department 
set up to inspect and judge incoming 
butter from all other states or kingdoms. 
It’s just a dodge to make it hard for but- 
ter men in “‘a”’ and certain other states 
to do business in “‘z”’ and it came about 
because the legislators in “a” slapped a 
high and discriminatory duty on oleo- 
margarine. That hurt the cotton farmers 
down in kingdom “z’” because they 
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wanted to sell cottonseed oil for use in 
margarine. 


Tue Case or Lizzit GLutz 


Now, let’s assume that state ‘‘a” is 
really the state of Wisconsin—a state I 
know quite a bit about since I have spent 
about half my life there. We have lots of 
dairy farmers out there, and they of 
course want us to eat butter—lots of 
butter and no ersatz—so they induced 
the legislature to make it as tough as 
possible for oleomargarine producers to 
sell their product. They charged the 
manufacturers an annual license fee of 
$1,000; they charged the wholesaler 
$500 a year for the privilege of selling 
oleomargarine; the retailer $25, and the 
hotel or restaurant $25. When they got 
through with that they thought they 
had everyone covered, but then an alert 
farmer legislator said: ‘“Well, what about 
Lizzie Glutz, who runs a_ boarding 
house?” They had forgotten Lizzie—so 
they tacked on an amendment soaking 
her $5 for the privilege of selling mar- 
garine, but—even then they weren’t 
through. Another legislator popped up 
and said: ““What about the consumer; 
why let him and her off?” So a second 
amendment was tacked on and the con- 
sumer who buys oleomargarine for the 
home must pay an annual license fee of 
$1. All of this, of course, in addition to 
an excise tax of 15 cents a pound. 

Now the state of Wisconsin probably 
argues that this oleomargarine tax 
doesn’t hurt anyone, and they will 
prove it by showing that they are not 
getting enough out of the tax to pay for 
the paper on which the law is printed. 
Last year the state collected the huge 
sum of $14.42 in oleomargarine taxes. 
Apparently one family in the whole state 
fought the embattled dairy farmer. The 
revenue was made up of one $1.00 license 
fee and $13.42 in excise taxes. 


Governors of those states which have 
adopted discriminatory taxes in order to 
encourage home industry do a lot of 
funny rationalizing to explain their pur- 
pose. 

Recently I wrote to governors in most 
of the states asking them a number of 
questions about tax barriers, and the 
Governor of New Mexico, who claims 
to be against trade barriers, says: “I 
would like to mention specifically the 
oleomargarine tax, which has never 
operated. We have collected exactly 
nothing under this particular statute.” 

No wonder he hasn’t collected any- 
thing—no wonder Wisconsin has only 
collected $14.42. They stick the taxes 
on the product so high that consumers 
would be saps to buy oleomargarine— 
butter is much cheaper. 

Let’s go back to Wisconsin for a 
minute. The dairy farmers out there 
think they were pretty smart in keeping 
oleomargarine out of the state. They can 
count the saving right in their pocket- 
books. But can they? Almost go per cent 
of Wisconsin’s dairy product capacity is 
available for export, but the state has 
made itself so disliked that in some 
Southern states the feeling against Wis- 
consin runs so high that even a white 
man might be lynched if he ate Wiscon- 
sin cheese or drank Milwaukee beer. 
Exact figures are not obtainable but it 
seems probable that the Wisconsin oleo- 
margarine law costs the state many mil- 
lions of dollars more than it puts in the 
pockets of her dairy farmers. I doubt 
that the dairy farmers themselves have 
gained anything, for the discriminatory 
law has narrowed their markets. Only 
the other day, for example, Georgia 
barred Wisconsin butter intended for re- 
lief distribution, giving as the reason 
that Wisconsin had in effect barred the 
entry of oleomargarine made from cot- 
tonseed oil. 
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“Att Ricut, You So anp So!” 


Wisconsin is no great shakes of a sin- 
ner in barrier legislation. Many others 
are greater offenders. I mention Wiscon- 
sin only because I am familiar with that 
particular bit of legislation, and because 
the action there illustrates the opera- 
tions of a pressure group. Nearly every 
barrier law was put on the statute books 
because some one minority interest 
wanted it there—and the majority in- 
terests either didn’t care particularly, or 
didn’t notice it—until it was too late. 
Strangely enough the very business men 
who are against governmental interfer- 
ence with business and regimentation 
and planned economy—are the ones who 
have fought for and won barrier laws. 

Merchants and manufacturers in the 
adjoining states, upon learning that they 
could no longer do business profitably 
in the neighbor state, then went to their 
legislators and demanded help. “All 
right, you So and Sos,” they said, “If 
you discriminate against us, then we’ll 
discriminate against you—and we’ve got 
some ideas on discrimination that you 
never even thought of.” 

And so—we have somewhere between 
500 and 1,000 tax barriers on state stat- 
ute books today. Right now there’s a lull 
in the firing. 

As the result of an unorganized cam- 
paign this year—sort of a vigilante cam- 
paign conducted by a few far-sighted 
governors, some editors, some associa- 
tions, and some officials of our federal 
government taking well-aimed but in- 
dividual pot-shots—there were relatively 
few new barrier laws put on the books, 
and a few old ones were repealed. 

It is my belief that the victory is by 
no means certain. If you will tell me 
when we are going to have our next de- 
pression, I’ll tell you when we will lay 
our next big setting of trade barrier eggs. 


State protectionism stems from four 
major causes. One is the real need for 
increased state revenues to meet the 
mounting cost of government. Then we 
have the problems created by the rapid 
growth of highway transportation. Next 
we have the rivalry between local and 
foreign firms for the smaller amount of 
business which was available during the 
depression. Lastly is the element of re- 
prisal. 

This latter is the most human, and the 
most maddening, of the several forms 
and is illustrated in all its pettiness in 
New York’s suburbs. Nearly every day 
I drive down Connecticut’s beautiful 
Merritt Highway, and as I approach the 
New York state line I am stopped, and 
a uniformed guard demands a ten-cent 
toll. And then I proceed across the New 
York line and a New York guard de- 
mands another dime. And I have to 
submit to the inconvenience and expense 
because Connecticut lawmakers argued, 
“Why should we build a highway for 
New Yorkers to use?”’—and then the 
Westchester County board said, “Our 
citizens pay thousands of dimes every 
day to Connecticut, so why should we 
let drivers from Connecticut use our 
parkway free? We'll treat them the way 
they treat us.”” Maybe we are just day- 
dreaming when we talk about free 
America! 

The barrier laws circumvent the com- 
merce clause of the Constitution by four 
types of powers, traditionally delegated 
and reserved to the States: 


1. The power of taxation; 


2. The state’s police power in the pro- 
tection of health, which includes the 
power to quarantine and to impose em- 
bargoes; 

3. The general regulatory powers in 
the interest of public safety and morals; 


4. The sovereign proprietary powers 
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in regard to conservation of natural re- 
sources, and ownership of public works 
and property. 


Justice Roberts, in commenting upon 
a case involving the Milk Control Act 
of Pennsylvania, observed: 

“The United States could not exist as 
a nation if each of them were to have the 
power to forbid imports from another 
state, to sanction the rights of citizens to 
transport their goods interstate, or to 
discriminate as between neighboring 
states in admitting articles produced 
therein.” 


Wuart Price SELLING AND No Buyinc? 


Dr. F. E. Melder, economic adviser 
to the Council of State Governments, 
carried out Justice Roberts’ observation 
with some well-chosen examples of what 
our present barrier laws might lead 
to. 

“The same principles of international 
selling—you have to buy from outside 
if you are going to sell outside—would 
apply to a state’s attempt to exclude the 
products of sister states in order to pre- 
serve its markets for its own farmers or 
business men. 

“We might begin by assuming that 
each state had carried out a program of 
‘autocracy’ so effectively as to bar out of 
its markets all goods not produced 
within its borders. If imports are a deter- 
rent to prosperity, certainly we should 
then expect to find all the states enjoying 
a maximum of prosperity, for no imports 
would be permitted. Since no state would 
buy from any other, then no state could 
sell its products to the citizens of other 
states. Let us see what would happen to 
some of the 48 states of this Republic in 
such a situation. 

“‘Michigan, with most of the Nation’s 
automobile factories, would have to con- 
sume all the cars it produced—it prob- 


ably wouldn’t produce more than 5% of 
its present volume. 

“Maine and Idaho would not export 
any potatoes beyond their borders. 

“The cotton-producing states would- 
n’t be able to sell even one-third of their 
present cotton production. 

“The great wheat-growing states west 
of the Mississippi would cut wheat 
acreage about seven-eighths. 

“Texas, California, Oklahoma and 
Kansas would close up a great majority 
of their oil wells and refineries. 

“The corn-hog states would have to 
consume all their own bacon and lard, 
or a ‘little pig’ massacre of unheard pro- 
portions would be in order. 

‘“‘And so on—we could call the roll of 
the states and every one would be poorer 
—but why? Surely, someone benefits by 
measures which are aimed to keep the 
products of other states out of state 
markets. This observation is probably 
correct. A group of favored producers, 
usually a small group, will gain, while 
the majority lose on such measures. 
Generally the small, favored group can 
see their gain because it is a relatively 
large one, while the citizenry as a whole 
don’t notice their loss because it seems 
relatively small, and it is so well hidden.” 

Can anything be done by Congress to 
stop the states from circumventing the 
commerce clause? A number of legal ex- 
perts say yes. 

The legalites discern a clear trend in 
Supreme Court decisions relating to the 
right of the states to impose taxes on 
goods moving in interstate commerce. 
The burden of these decisions up to the 
present time has been merely to prohibit 
the imposition of taxes which would dis- 
criminate against goods produced out- 
side the state itself. The states have 
found ways to circumvent this, however, 
through the four methods outlined 
above. Justice Frankfurter, in delivering 
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his first opinion from the Supreme Court 
Bench, ruled also, in the Florida cement 
case, against excessive inspection and 
license fees “clearly designed . . . to cir- 
cumvent what the Commerce Clause (of 
the Constitution) forbids.’ The Court 
majority which a few years ago forbade 
discriminatory state taxes was only five 
to four. The recent additions to the 
Court, it’s considered certain, will swell 
that majority in any new tests. 

The guiding principle of the Court’s 
opinions on this subject appears to be 
that the states may properly legislate in 
a non-discriminatory manner within a 
sphere not preempted by the federal 
government. Astute attorneys sifting the 
implications of this view argue that if the 
federal government were to assert its un- 
deniable right of taxation in interstate 
commerce, the states would then be 
barred from this sphere. The solution, 
they suggest, therefore, is that Congress 
claim the exclusive right to tax products 
moving among the states, and redis- 
tribute the money back to the states on 
some prorata basis. The Supreme Court 
as constituted now, they’re convinced, 
would uphold the constitutionality of 
such an act. 

It is probable that 1940 legislative 
sessions will not result in many, if any, 
new ham-stringing barrier laws, since 
only eight states are sure to meet. But 
all of those states have barrier laws on 
their books today which should be re- 
pealed. 


THE 1939-1940 WINTER FRONT 


The states which meet during the 
Winter and Spring are Kentucky, Loui- 
siana, Mississippi, New Jersey, New 
York, Rhode Island, South Carolina and 
Virginia. 

Members of this group can help them- 
selves—and the field of distribution 
generally—by studying the barrier laws 


of these states and then using their in- 
fluence to secure repeal. Detailed 
formation about the barrier laws in those 
states, and all states, is available through 
the recently completed W.P.A. book 
“Comparative Charts of State Statutes 
Illustrating Barriers to Trade Between 
States,” and from the Council of State 
Governments, 1313 East 60th Street, 
Chicago. 

From the W.P.A. book and other 
sources, I have selected a fewexamples of 
legislation which has no right to exist in 
free America. 

None of us are itinerant truckers, but 
we should not be indifferent to the im- 
pediments to free trade which pressure 
by local business men put on the statute 
books of two adjoining states, Louisiana 
and Mississippi. 

Louisiana slaps a $200 license fee on 
any non-resident imported poultry, 
fruits and vegetable products in trucks 
for sale, while the bordering state goes a 
step further with this gem, “‘on trucks 
carrying goods usually for sale in stores 
—if goods worth under $200, tax $50 in 
each county ; over $200, the tax is $100 in 
each county.” 

New York has a dairy law which can 
be used to club competition. “No license 
will be granted unless commissioner is 
satisfied that applicant is qualified by 
character, experience, financial responsi- 
bility, and equipment to properly con- 
duct the proposed business, or if issuance 
of license would tend to destructive com- 
petition in a market already adequately 
served.”” Shades of monopoly! a lot of 
people believe in Planned Economy. 
New York offers you a sample. 

How would you like to do business 
under the restrictions imposed upon 
Sales Management subscriber T. C. 
Eastman, owner of the Western 
Maine Forest Nursery? In the first place 
he is invaded during the shipping season 
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by a horde of U. S. Government inspec- 
tors. Then, because he is unfortunately 
located on the state line between Maine 
and New Hampshire, with one of his 
nurseries in the latter state, he has to pay 
duplicate taxes and license fees for his 
many cars and trucks. Then, after 
satisfying the federal government and 
the two states, he finds that 19 of the 
most important states in which he wishes 
to do business have special laws calling 
for one or more of the following: (1) 
License to do business within the state, 
(2) bond, (3) taxed tags on every tree or 
shrub, (4) report to accompany each 
shipment, (5) special printed certificates 
to accompany each shipment. 

Perhaps you would like to send Loui- 
siana strawberries to California in the 
boxes ordinarily used in Louisiana. You 
won’t get very far; California has super- 
high standards on out-of-state berry 
boxes. 

Don’t try to sell out-of-state lettuce 
or other farm produce, except Massachu- 
setts onions, in the farmers’ market at 
Hartford, Conn. It’s forbidden. You may 
wish to ship wine out of California, but 
be careful how and where you send it. 
Don’t ship by tank car (the usual 
method) into Ohio. It’s illegal. You may 
decide to ship wine into Arkansas, but 
you must be prepared to pay a tax goo 
per cent higher than that charged on 
wine from Arkansas grapes sold at local 
wineries. Don’t go into the trucking 
business or ship by truck unless you’re 
prepared for such difficulties as (1) pay- 
ment of the annual license fee even for a 
single trip into Wyoming, (2) having to 
unload at the nearest railroad station in 
Texas, or (3) getting fined in Kentucky 
for driving a truck which is too long for 
Kentucky roads but legal in 47 other 
states. Finally if you want to teach first 
grade children in Connecticut, it will 
help you to get a position in many locali- 


ties if you establish your citizenship in 
the Nutmeg State before you apply fora 
job, or if you want to sell milk to State 
institutions in Massachusetts be sure to 
produce said milk in said State. 

Another of our subscribers, head of a 
big pharmaceutical house, writes me, 

“I fully realize the dangers against 
which you warn. Our Association and 
many others have recently had occasion 
to protest against the proposed plan in 
New York City to demand the registra- 
tion of every proprietary food or medi- 
cine sold in New York City at a cost of 
$25.00 per year for each preparation. 
One of our friends markets three thou- 
sand different preparations, for which he 
acts as agent and is in some cases the 
manufacturer. To pay $75,000 a year for 
the privilege of doing business in New 
York City might well be prohibitory. 

“But that is not the worst feature. 
Any national manufacturer may be able 
to get along without the trade of New 
York City, but if New York City, or any 
other city, succeeds in establishing such 
a requirement, it will be copied by 
hundreds of other cities and towns, with 
the inevitable dwindling of trade op- 
portunities, and the inevitable increase 
in prices to cover this excess charge. The 
New York City plan is, we believe, held 
in abeyance, and perhaps not finally and 
thoroughly killed.” 


LiquoRS—AND STATE BARRIERS 


States really had a chance to go to 
town when repeal came. The compilation 
of liquor laws emphasizes four barrier 
aspects. First comes the stimulation and 
promotion of the domestic liquor in- 
dustry through fostering home-grown 
crops. Twenty-six states have such pref- 
erence laws. South Carolina has a $100 
license fee for wineries, but the fee is 
only $5 if home-grown fruits are used. 
In Rhode Island the differential can be 
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as great as $100 as against $1,000. 

A second method of encouraging the 
local liquor industry consists in tax 
exemptions or lower rates for alcoholic 
beverages produced for export to another 
state. This gives producers an advantage 
over competitors in other states who re- 
ceive no such exemption. Twenty-five 
states grant such exemptions. States 
having provisions of this type, and with 
legislative sessions scheduled this winter 
are Kentucky, New Jersey, Rhode 
Island, South Carolina and Virginia. 

The set-up for home industry is well 
nigh perfect. Put an exemption on ex- 
ports, and restrictions on imports. Then 
you can sell to everyone—but you don’t 
have to buy. A beautiful scheme! So we 
have 25 states making exemptions on 
exports and 30 discriminating against in- 
coming beverages. Looks like a washout 
to this observer. 

Some states, only three, discriminate 
by taxing products of other states at 
higher rates than for local beverages, but 
a more common way is to impose the 
restrictions on the importer instead of 
the import. In Massachusetts, for ex- 
ample, solicitors for out-of-state bever- 
ages pay a license fee of from $100 to 
$300, as against $10 for those soliciting 
for the local product. Louisiana’s dealer 
fee is $1,000 for local boys, $10,000 for 
out-of-staters. 

The fourth method of helping local 
industry through liquor laws is in dis- 
criminatory and retaliatory legislation 
and various ports of entry statutes. Nine 
states provide for embargoes or retalia- 
tory taxes directed against states which 
discriminate against their alcoholic prod- 
ucts. 

I would be unfair to many law makers 
and administrators if I implied that all or 
even a majority of the state officials and 
representatives took a narrow, chauvi- 
nistic attitude. 


Recently, for example, I have cor- 
responded with most of the governors 
and I think their viewpoint may be fairly 
compared with that of one warring 
nation which says to the other, “If you 
don’t use poison gas, we won’t use poison 
gas—or if you'll withdraw your troops 
to a line ten miles from the border, we’ll 
withdraw our troops.” 

But they’re suspicious—and fearful. 
They want the other fellow to make the 
friendly move first. 

I have with me about a dozen of the 
most interesting letters, and if time per- 
mits I will read some short excerpts. 

They show, I think, an attitude pre- 
disposed in favor of knocking down some 
of the walls shown on this map. There- 
fore, lam more than ever convinced that 
marketing men can get somewhere if 
they will take it upon themselves to 
force action—instead of waiting for the 
other fellow to do it. 

What you can do about it is to holler— 
and holler loud. Don’t be indifferent just 
because you haven’t been hurt yet. It 
only means that they haven’t gotten 
around to you—yet. 

There are five things you can do about 
it: 

1. If you belong to a business club or 
association—get the members steamed 
up. 

2. Write letters of protest to news- 
paper editors. 

3. Warn your salesmen against this 
alarming trend. Teach them to talk 
against it in the trade. Farmers and re- 
tailers are more guilty than any other 
groups demanding barrier laws. 

4. Protest to governors and legislators 
against any pending legislation which 
would restrict importations of avy prod- 
uct from other states. 

5. Protest against obnoxious bills on 
the statute books of the states whose 
legislatures meet this year. 
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TRADE BARRIERS IN CENTRAL EUROPE 
JOSEF H. FURTH 


Lincoln University 


HE CENTRAL EvuROPEAN economic 
"Rotter of the years 1919-39 may be 
considered to be a major cause of the 
downfall of Europe. It was not in itself 
the main reason for the evolution of 
Naziism and for the subsequent disaster: 
the forces underlying the development 
of these political ideas were not eco- 
nomic ones. But Naziism could not have 
won its victories if the small nations had 
not been worn down by the economic de- 
pression, and the depression might have 
been checked in time if economic coop- 
eration had been a reality rather than 
a slogan. 

The characteristic feature of Central 
European economics was the disruption 
of the economic unit which had been the 
Austrian-Hungarian Monarchy. Its po- 
litical dismemberment was probably in- 
evitable since the empire was unable to 
satisfy the non-economic needs of its 
population. But the new governments 
failed to solve the economic problems 
which emerged after the political free- 
dom had been achieved. The monarchy 
had been an almost self-sufficient unit, 
depending on the exchange of the West- 
ern industrial and Eastern agricultural 
products. The trade between the so- 
called states of succession was, for all 
economic purposes, to be treated as 
domestic rather than as foreign: for in- 
stance, Austria exported as late as 1931, 
in spite of all the new trade barriers, 
about 25 percent of her total output and 
45 per cent of her industrial production. 
However, the new rulers insisted on an 
autarchistic policy as if economic in- 
terdependence had been a threat to po- 
litical freedom. 

There were many reasons for this at- 


titude. First, the nationalism of the 
liberated races who hated their old 
enemies, their neighbors, more than they 
loved their own well-being: they paid 
gladly twice as much for goods provided 
they were produced by fellow Czechs, 
Magyars, Austrians, Yugoslavs, Poles, 
or Roumanians, rather than by the de- 
spised Roumanians, Poles, Yugoslavs, 
Austrians, Magyars, or Czechs, re- 
spectively. Secondly, the socialism of the 
emerging working classes who did not 
want foreign trade to interfere with their 
domestic experiments: well-meant but 
costly achievements in social security 
had to be protected by excluding the 
products of cheaper labor from less de- 
veloped countries, or industrialization 
was to be promoted by preventing im- 
ports from more advanced communities. 
The conservative farmers who remained 
comparatively free from nationalistic 
and socialistic ideas, but insisted on 
planting wheat in steep mountain val- 
leys and lacked capital for modern equip- 
ment, needed protection from foreign 
competition, too. All parties combined 
to erect barriers against the outside 
world while the economists, brought up 
in the tradition of the Austrian school of 
economics, talked of the blessings of free 
trade. 

These nations were not satisfied with 
the traditional means of tariffs and sub- 
sidies. During the period immediately 
following the first world war, the govern- 
ments resorted to super-inflation in order 
to build up their new machinery. In the 
resulting monetary chaos, their resources 
were necessarily concentrated on the 
task of getting the most urgent food and 
fuel, and all other imports were sup- 
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pressed. International trade was carried 
on by means of government agencies, 
using a primitive form of barter. Later 
on, the quota system made its appear- 
ance, with its licenses and prohibitions. 
After 1931, the open or hidden devalua- 
tion of the currencies of practically all 
the states concerned brought about new 
exchange restrictions and clearing ar- 
rangements, the effects of which were 
enhanced by the bureaucratism of their 
administration. The following true story 
may illustrate the point: A merchant had 
succeeded in concluding a deal by which 
Austrian leather bags were to be ex- 
ported and some foreign food-stuffs im- 
ported. When he approached the official 
who had to approve these transactions, 
he was received with the crushing ques- 
tion: “Don’t you know that leather bags 
have to be bartered for burlap?” The 
affinity of leather bags and burlap was 
based on the chance coincidence that the 
first barter deal concerning leather bags 
had happened to involve burlap: this 
case had been scrupulously followed as 
a binding precedent. 

Some fruits of these policies will be 
presented below. I shall mainly refer to 
Austrian conditions for no other reason 
than that they are most familiar to me. 
The situation was exactly the same in 
the other Central European coun- 
tries. 


1 This paper could not have been prepared without 
the assistance of Drs. Gottfried Haberler (Harvard U.), 
Fritz Machlup (U. of Buffalo), and Oskar Morgenstern 
(Princeton U.) who helped me to overcome the lack of 
available publications by adding some of their personal 
reminiscences to my own. All the statistical data are 
taken from the “‘Monatsberichte des Oesterreichischen 
Institute fiir Konjunkturforschung.”’ Other aspects of 
Central European economic policy are dealt with in the 
following recent articles: Froehlich, European Experi- 
ments in Protecting Small Competitors, Harvard Busi- 
ness Review, 1939, p- 442, “Changes in the Central 
European Retail Trade,” THE JOURNAL OF MARKETING, 
Jan. 1940, pp. 258-63. Morgenstern, the Experience 
with Public Regulation and Public Monopoly Abroad, 
Proceedings of the Acad. of Pol. Sci., vol. 18, 1939. 


II 


Soon after the war, a famous econo- 
mist who at present is teaching eco- 
nomics at one of the foremost American 
universities, was made Secretary of the 
Austrian Treasury. In trying to over- 
come the wide-spread pessimism as to 
the future of Austria, he declared one 
day that it was nonsense to talk of the 
Austrian manufacturers being shut off, 
by the peace treaty, from their Bohe- 
miancoalsupply: before the war, they had 
had to pay for their coal, and they would 
have to pay for it in the future, regard- 
less of whether the country in which the 
coal mines were situated was to be called 
Austria or Czechoslovakia. 

If the business of buying and selling 
coal had been conducted on a purely 
economic basis as it had been before the 
war, this criticism would have been 
valid. But as it was, the argument missed 
the point. The close connection between 
the Austrian steel mills and the Bo- 
hemian coal-mining concerns was dis- 
solved by the governments. During the 
post-war boom, when demand for coal 
was brisk, the Czech government for- 
bade the exportation to Austria in order 
to help the domestic coal consumers. 
Later, when demand slackened, the 
Austrian government compelled the in- 
dustry to buy either the low-grade 
domestic or the expensive German coal. 
The manufacturers could get no cheap 
coal when prices were low, and they had 
to beg to get any coal at all if prices were 
high. 

The results of this policy were obvious. 
In 1935, when the domestic price of 
Czech coal was at 69 per cent of its 1929 
level, the Austrian price was at 102 per 
cent. The turn-over of the Austrian iron 
industry had sunk to 40 per cent, in spite 
of the beginning rearmament boom. Un- 
employment had hardly receded from its 
1932 peak. This development was partic- 
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ularly felt in the province of Styria where 
the iron-ore mines were located. The Sty- 
rian unemployed were the first Austrians 
to turn to the Nazi promise of salvation, 
earning for their capital, Graz, the title 
of “City of Popular Uprising.” The 
trouble brewing in Styria gave the Nazis 
the final excuse for invading Austria. 


II] 


Before the war, the Central European 
textile industry had prospered with its 
weaving mills in Bohemia, its spinning 
mills in Austria. This division of labor 
seemed intolerable to the new govern- 
ments: Bohemia had to get spinning, 
Austria weaving mills. But the impover- 
ished population could not even consume 
the output of the old mills whose capac- 
ity had been expanded during the war 
boom. Again the result was inevitable: 
the crash was as great as the expansion 
had been. The biggest companies became 
insolvent, one after the other. In 1933, 
the value of the Austrian textile con- 
cerns, as measured by the market value 
of their shares listed on the Vienna stock 
exchange, were less than 25 per cent of 
its pre-war level, in spite of the heavy 
investments made in the intervening 
years. This was not the entire story: the 
big banks had financed those invest- 
ments, and the losses they had to sustain 
on this account were instrumental in 
bringing about the banking crash of 
1931 with all its consequences. 

Still, the autarchistic policy was quite 
successful, according to its own stand- 
ards. In 1935, the value of textiles im- 
ported to Czechoslovakia from Austria 
had sunk to 20 per cent of the sum it had 
reached as late as 1926. The value of im- 
ports to Austria from Czechoslovakia 
had shrunk to less than 25 per cent. But 
the pleasure derived from this self- 
sufficiency was short-lived. The decline 
in exports hit mainly the mills located 


in the Sudeten-German parts of Bo- 
hemia. Just as the discontented Styrian 
steel workers spread Naziism in Austria, 
so was the plight of the textile workers 
exploited by Nazi agents in the Sudeten 
area. Full employment of the Bohemian 
textile industry might have stemmed the 
Nazi flood in the spring elections in 1938. 
As it was, the Sudeten provinces became 
the only part of the German nation who 
voted of their own free will the Nazis 
into power—leading to Munich and its 
aftermath. 


IV 


Perhaps the most important natural 
resources of Austria were her Alpine 
lumber which, combined with her in- 
exhaustible water power and her skilled 
labor, had provided Eastern Europe with 
paper. Hungary, in the treeless plains 
of her puszta, had neither much lumber, 
nor water power, nor industrial labor. 
Therefore, nothing was more natural for 
Hungary than to establish a paper in- 
dustry of her own. From a political point 
of view, this might have been not quite 
senseless: the feudal land-owners were 
confronted with the demand of small 
farmers and agricultural workers for the 
breaking up of the estates of the 
nobility, and this demand was the more 
inopportune since it had brought about 
the bolshevistic uprising in 1919. The 
nobility had promised the peasants a 
more equitable redistribution of land, 
and it seemed a good idea to divert their 
attention from this pledge by turning 
them into industrial laborers. A number 
of paper mills were transferred from 
Austria to Hungary, including equip- 
ment, foremen, and all, the lumber was 
shipped from the Alps to the puszta, and 
the mountain streams were replaced by 
other sources ‘of power. The costs of 
production—and the price of paper 
in Hungary—rose by an appropriate 
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amount. But the Austrian paper in- 
dustry was crippled: in 1933, its value 
had sunk to exactly 11 per cent of the 
pre-war level. Since Hungary depended 
on Austria for the export of her grain, 
the damage done to the purchasing 
power of the Austrian industry was not 
an unmixed blessing for Hungarian 
agriculture. But it is true that Austria 
was just as eager to plant wheat on 
lumber soil as Hungary was to erect 
paper mills on wheat grounds. 


V 


The only Central European country 
with sizable oil wells and a developed re- 
fining industry was Roumania. But no 
statesman could allow oil to be refined 
in the country where the oil wells were 
located unless the country happened to 
be his own. All oil consuming states 
forbade the importation of refined oil. 
Roumania, on her side, forbade the ex- 
portation of crude oil. Therefore, the oil 
had first to be refined in Roumania, but 
only to such an extent as to make further 
refining necessary. The intermediate 
product, quite useless in itself, was 
properly known as “Kunstdl,” artificial 
oil (but not to be confused with really 
artificial oil substitutes). In the import- 
ing countries, this curious commodity 
was transformed into the products which 
at last could be used for industrial pur- 
poses. I understand that some keen 
entrepreneur established a factory in 
Hungary, half way between Roumania 
and the oil-consuming Western coun- 
tries, where refined oil was transformed 
back into unrefined oil in order to import 
this artificial crude oil into the Western 
states on even more favorable terms 
than the “Kunstdl.”” This industry was 
certainly the top achievement of an 
economic policy which wronged the 
memory of seventeenth century eco- 
nomics by callingitself neo-mercantilistic. 


The trend of oil consumption in 
Central Europe reflected the conse- 
quences of this policy. The high price of 
gasoline was one of the main reasons 
why the motorization of those countries 
made little progress. The motor car con- 
tinued to be a luxury: during thethirties, 
the number of Austrian cars, for in- 
stance, remained almost unchanged. 
How deeply the people resented thus 
being excluded from the modern way of 
living may be shown by the fact that the 
Nazi propaganda made extensive use of 
the promise to let every worker have a 
“popular car.”’ This propaganda would 
have lost its appeal if the governments 
had not prevented the growth of an in- 
dustry which, in Central Europe, de- 
pended upon international collaboration. 

Another reason for the backwardness 
of motor car transportation was the tend- 
ency of the governments to protect the 
state-owned railways against competi- 
tion. Not only that common carriers had 
to get special licenses and to pay special 
taxes: even manufacturers and mer- 
chants had to apply for permits if they 
wanted to ship their own products in 
their own trucks for more than 60 miles. 
These methods succeeded in keeping the 
trucking industry down, but they did not 
help the railways: they suffered most 
from the trade barriers built by the same 
governments who pretended to protect 
them. 


VI 


The United States Supreme Court, in 
a famous decision, stated correctly that 
few commodities provide as many 
reasons for government regulations as 
milk and its by-products do. The 
Central European governments tried to 
satisfy the needs of both, producers and 
consumers, by devising milk sheds, mini- 
mum prices, and processing taxes. Aus- 
tria, for instance, succeeded in making 
herself independent of foreign supplies, 
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in fact even in producing a considerable 
surplus for exportation. It is true that 
this result was accompanied by a con- 
siderable increase in the milk price so 
that the domestic consumption—which 
according to an old-fashioned view is the 
end of production—did decline rather 
than increase: in 1935, the Viennese 
milk consumption was somewhat smaller 
than during the depth of the depression, 
in 1932. But the surplus butter and 
cheese were dumped on the London 
market at one-sixth of the domestic 
price. English children had more reason 
to be thankful for this sytem than the 
Austrian. 

The case of sugar is similar. At a time 
when the world production clogged the 
markets, Austria prevented the importa- 
tion of foreign sugar from her second 
best customer, neighboring Czecho- 
slovakia, and started a domestic sugar 
industry. Again it succeeded so com- 
pletely as to create a surplus problem. 
Finally, the price of one pound of sugar 
was about equal to the current wage for 
one hour of common labor. In the United 
States where sugar is equally being bene- 
fited by regulations, import quotas, and 
special taxation, all these means did not 
raise the price above one-fifth of one 
hour’s minimum wage. But Austrians 
had the advantage that the few pieces 
of sugar they could afford were all grown 
and refined at home while Americans are 
still unable to prevent Cuban and Philip- 
pine sugar from sullying their breakfast 
table. 


VII 


However, it would be unjust to make 
the Central European politicians solely 
responsible for these policies. Time and 
again, far-sighted statesmen tried to 
break down the trade barriers, but in 
Vain. 

The most remarkable effort was made 


in 1931 when Germany and Austria pro- 
posed a customs union. It is idle to 
speculate as to the consequences the 
success of this courageous enterprise 
could have had. The French government 
saw fit to prevent it, first by ordering the 
French banks to recall the loans granted 
to German and Austrian debtors, then 
by instituting a mock procedure before 
an international court. The first move 
was the immediate cause of the crash of 
the largest Central European bank, the 
Oesterreichische Creditanstalt which in 
turn, by causing the collapse of the 
German banking system, invited the 
dictatorial experiments of the Bruening 
government and paved the way for the 
Nazis. The second move made even con- 
vinced pacifists lose faith in the ideal of 
international justice through peaceful 
settlement of controversies, and turn to 
the desperate philosophy of brute force 
which enabled the Nazis to lead the 
German people in the second world war. 

The Nazis were the first to use trade 
barriers openly for damaging their 
neighbors rather than furthering their 
own economic advantage. During the 
years 1933-38 when they tried to con- 
quer Austria by peaceful means, their 
most powerful weapon was the throt- 
tling of commerce between the two 
countries. Germany was Austria’s largest 
customer. One way the Nazis chose was 
simply not to pay the balances which 
accumulated in favor of Austrian ex- 
porters. The German “Reichsbank” 
through which all payments had to go, 
used the German credits instead for 
subsidizing the Nazi agents in Austria. 
Another was the prohibition of German 
travels in Austria. The mountain prov- 
inces, especially the Tyrol, had depended 
on German tourist traffic. These prov- 
inces were exactly those which because 
of their old Catholic tradition would 
have been the strongest bulwarks against 
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Naziism. By opposing economic advan- 
tages to political convictions, the Nazis 
succeeded largely in breaking their 
power of resistance. 

This use of trade barriers proved that 
the Nazis knew the true meaning of such 
a policy. Their methods of curtailing 
foreign trade in order to destroy the eco- 
nomic system of a weaker neighbor is 
more realistic, if less moral, than the 
customary attempts of using the same 
policy under the illusion of furthering 
economic progress. 

The Nazis, however, went much fur- 
ther than any other government in seek- 
ing complete control not only of trade, 


but of production and consumption as 
well. These regulations cannot be dis- 
cussed here: they had the purpose of 
preparing Germany for the war, and 
should be judged by the standards of 
politics rather than of economics. 

The United States are safe from the 
crudest methods of internal trade bar- 
riers. But we need refer only to coal, oil, 
milk, and sugar, in order to realize that 
the idea of prosperity through restricting 
trade and consumption has made some 
progress. Therefore, the results of the 
European experiences may, after ail, 
have some practical meaning even on 
this side of the Atlantic. 
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SCIENTIFIC MANAGEMENT IN MARKETING 


WILLARD E. 


Epitor’s Note: Mr. Freeland is a partner in Freeland 
&@ Maxson, Industrial Consultants and Managers. 


HY SHOULD ONE be invited to talk 
V Y on scientific management in mar- 
keting when scientific management in 
production has gained widespread recog- 
nition in industry? One obvious answer 
is that scientific management in market- 
ing has not been widely adopted in in- 
dustry. Back of that, however, lie 
reasons not so obvious. While it is true 
that the reasons are many and varied, 
some are quite common and visible. Two 
reasons are outstanding: the inertia and 
resistance to change of the administra- 
tive executives of industry; and the 
selection of the dynamic, “go-getting,” 
type of salesman to head the marketing 
organization regardless of his psycho- 
logical unfitness for, and lack of interest 
in, the research work which must under- 
lie sound marketing policies, organiza- 
tion and operation. 

Let us look at some of the background 
which is forcing industry to move in the 
direction of scientific management in 
marketing. Further, let us examine some 
of the problems that while long current 
in business are forcing a new interest 
in marketing management and its ac- 
tivities. For a few minutes let me talk 
directly to the representatives of in- 
dustry in our audience. They will under- 
stand that I am only using them as a 
sounding board to reach a larger audi- 
ence. 

The old way in which distribution was 
carried on was relatively simple. The 
manufacturer turned his selling job over 
to a selling agent or a commission house. 
These agencies solicited orders from job- 
bers who did a fairly good job in solicit- 
ing business from the retailers. We had 
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demands larger than our production 
facilities and the method worked. 

Then we began to have retail units 
with capital and purchasing power larger 
than the typical jobber and there began 
a shift which in time produced a virtual 
chaos in marketing. 

The new ways of distribution are com- 
plex. Not only are there many channels 
of distribution but there is also a basic 
change caused by production facilities 
larger than normal domestic demand. 
Attendant upon these changes are other 
pressing problems, such as unintelligent 
price competition, the power of private 
brands, the growth and cost of advertis- 
ing, the rapid changes of fashion and, 
more especially, the steadily rising cost 
of marketing. 

Today we see department stores be- 
coming huge institutions and forming 
themselves into powerful chains. We see 
the chains becoming national and pro- 
ducing many of the products they sell. 
We see the retailers forming themselves 
into voluntary chains, pushing their own 
brands, replacing the jobber with ware- 
houses owned by the retail chains, and 
the beginning of manufacture on their 
own account. In turn, we see the old- 
time jobbers combining together and 
with thousands of retailers to meet the 
menace of the retailers’ voluntary chain. 

But these are not all of the problems 
of the manufacturer. The popularity of 
the automobile and the increase in good 
roads, among other causes, have led the 
mail order house to open hundreds of 
retail outlets. In some lines of business, 
the retailer has turned to the use of the 
buying agent who serves a large group 
of retailers scattered across the country. 
In recent years some manufacturers 


31 











32 


THE FOURNAL OF MARKETING 





have had success with house-to-house 
selling but there seems to be a limit to 
the success of any large number by this 
method when it is applied to articles of 
small price. 

It is not alone the multiplicity of 
channels of distribution which furnishes 
the most acute problems for the manu- 
facturer. The increase in merchandising 
skill of the retailers and the really good 
work of the retail trade associations have 
forced the manufacturer to change his 
habits of thought and to adopt new 
policies and methods. In the good old 
days many a manufacturer urged his 
salesmen to “load up” the retailer so 
that funds for competitive goods would 
not be available. Now the retailer has 
learned the theory and practical value 
of rapid stock turn. Hence the keen 
manufacturer is intrenching himself 
with his retailers by showing them how 
to get more rapid turnover. Sometimes 
the manufacturer uses the ““model stock”’ 
plan in which the manufacturer and re- 
tailer work together to determine a 
representative but minimum service 
stock. 

Yet other problems originating with 
the modern retailer afflict the old- 
fashioned manufacturer who has not 
changed to meet the new conditions. 
One such problem arises from the 
modern retailer’s practice of buying on 
the basis of planned budgets. It is some- 
what disconcerting to such a manu- 
facturer to find the shipment he made 
in September—which he should have 
made in August—on its way back to him 
with the curt message that the Septem- 
ber budget makes no provision for re- 
ceiving it. Perhaps it bothers him fully 
as much to find that he must design and 
manufacture his products to meet a 
price-level—or the modern three price 
levels—which has been predetermined 
by the retailer, rather than to make his 


product as he thinks it should be made 
and then base his price in some profitable 
relation to his costs. And at all times he 
is puzzled to know whether style or 
value is to be in the saddle for a particu- 
lar period. 

The manufacturer has to choose his 
markets and his method of distribution. 
One hears much loose talk about the dis- 
appearance of the jobber. Probably there 
is much truth about the jobber’s losing 
out on products of high value or requir- 
ing installation or maintenance service, 
but the manufacturer who sees the 
jobber as useless in the distribution of 
widespread and low-priced products has 
some lessons to learn which good cost 
accounting applied to his marketing 
would disclose. He will probably find 
that some of his higher cost of selling 
is caused by calling upon small towns 
and small accounts at excessively high 
costs. 

Surely one of the costly mistakes of 
too many manufacturers has been largely 
to pass up near-by markets for those 
where local competitors have nearly 
every advantage—to adopt a policy of 
extensive distribution where intensive 
distribution might well be more profit- 
able. It will disconcert many a manu- 
facturer to employ market research and 
to apply cost accounting to his sales 
records in that he will find his normal 
markets less developed than others 
which form the source of his high selling 
costs. 

There has been in sales circles much 
discussion of the value of selective dis- 
tribution. There are many products 
which call for general distribution 
through a single trade or through many 
diverse types of retail stores but these 
are largely necessity or low-priced arti- 
cles. For products in which style, high 
unit value or required special retail sell- 
ing knowledge are factors, and in most 
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luxury or specialty articles, either ex- 
clusive or selective retail outlets are 
usually essential. 

There are certain difficulties in operat- 
ing with exclusive jobbers or retailers. 
It rarely happens that an exclusive out- 
let can secure for the manufacturer his 
share of the business of an exclusive ter- 
ritory. Just the matters of customer 
friendship and credit conditions, not to 
speak of uneven sales effort, work 
against the exclusive arrangement. It is 
dificult to establish territorial limits 
with fairness, particularly in the case of 
jobbers. The retailer is quite likely to 
buy from two or three jobbers, reaching 
his credit limit with first one and then 
another and ceasing to purchase from 
that jobber until his account has been 
reduced and credit once more available. 

The advocates of selective distribu- 
tion present a strong case for their choice 
of method. If a manufacturer makes a 
line of products including a variety of 
items, he certainly cannot expect a great 
measure of interest and cooperation if 
four to ten stores in a city each carry 
two or three of his items but none has a 
representative stock or any material 
investment in his goods. He is certainly 
much better off if one to three stores 
carry full stocks and push his goods. In 
small cities one store may give adequate 
service but in larger cities one outlet 
means limited distribution. One store 
may well serve certain social classes or 
a certain section but more outlets may 
be necessary to serve all possible pur- 
chasers. It is in this situation that selec- 
tive distribution with its absence of 
exclusive territorial bounds best serves 
the interests of the manufacturer. Selec- 
tive in this case connotes that the manu- 
facturer will sell no larger number of 
outlets than is necessary to get his fair 
quota of business from the trading area 
and at an interesting volume and profit 


for the selected outlets. 

What, then, shall the manufacturer 
do about it when he finds himself facing 
these complex conditions and possibili- 
ties? How shall he organize for the job 
ahead? What part of his sales dollar shall 
be set aside for selling expense? 

Right at this point there is need for 
discussing some elements in order to 
clear the air and establish the proper 
background. The time allowed is too 
short for real discussion, so let us resort 
to a few questions to you who are manu- 
facturers to stimulate your thinking as 
applied to yourselves and your business. 

Have you accepted the new doctrine 
that a sale is not completed until your 
goods pass out of trade into use or con- 
sumption—that taking an order from a 
distributor does not constitute a sale? 
That it is a part of your job to assist the 
distributor in the sale of your goods? 

Do you clearly understand the sharp 
distinction between administration and 
management? Do you realize that a man 
may have great ability to handle men, 
materials or money and yet lack the gifts 
of vision and strategy and the power to 
analyze and forecast which distinguish 
the administrator in industry? Can you 
see that capable management in the 
execution of plans and routines in no 
way assures the selection of the right ob- 
jectives or the establishment of sound 
policies? 

Have you a fixed idea that a certain 
percentage of selling cost is the top limit 
for your business? Does this idea come 
from inherited tradition or from re- 
search and analysis? Have you noticed 
that relatively high selling cost percent- 
age and relatively high profits have a 
tendency to be present at the same time 
in successful business? 

We can all agree that as we organize 
for the marketing job we must have 
specific objectives. Shall we get these 
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objectives from opinion, intuition or re- 
search? Should not we base our objec- 
tives upon the facts disclosed by research 
of our markets, our industry and our 
own situation in our industry, to which 
facts we apply judgment plus intuition? 
Then we need research as a step in or- 
ganization. Do I hear you say ““That is 
all right for the big company’? Bosh! 
The little company can have it if it has 
the desire and the will. 

We need statistics—our own, the 
Government’s, the industry’s—in order 
to forecast. Even a business which 
makes wholly to order has to forecast; a 
business which manufactures for stock 
cannot thrive without it. So we must 
have some mechanism for forecasting. 
Real administration bases its policies 
and plans upon the trends of its business 
—not upon status reports alone. Trend 
analyses and reports are a product of the 
statistical treatment of the fact figures 
of our own business and industry. We 
do not here say you must have a statisti- 
cal department but only that you cannot 
ignore statistical work in your objectives 
and plans. You have grown accustomed 
to supporting a staff to work on costs 
because you need the facts. What do 
you now do in like respect to that other 
important function—marketing? 

If you are a keen administrator you 
have certain well developed standards 
for the elements of production. Can you 
say the same for marketing—more es- 
pecially for the details of marketing? 
Do you know your average cost per call 
in Ohio or your average number of calls 
per day in New Jersey? Do you know 
what share of your total business should 
come from Syracuse, New York, how 
much money you can afford to spend to 
get it, and how many calls per year that 
amount of money will finance? 

Are you progressive enough to operate 
under a budget? Does this budget enable 


you to forecast volume, cost and profit? 
Does it possess elements of flexibility so 
that it can be used to measure current 
operations and results under current 
conditions. Marketing needs never ceas- 
ing managerial control and an adequate 
flexible marketing budget is essential to 
such control. 

Were your sales territories planned to 
balance profitable volume potentialities 
with the physical load capacity of the 
human beings operating therein? Do 
you—or your salesmen jointly with you 
—plan the routes by which they cover 
these territories? These questions are 
asked because such planning is becoming 
good operating practice. 

Have you swung around to the con- 
ception that you must take the financial 
risk involved in your field sales work or 
do you still let your salesmen finance 
this for you on a straight commission 
basis? Most of us are not too successful 
in guiding and controlling salesmen to 
operate upon definite plans unless we 
have assumed that risk ourselves. The 
trend today is toward paying salaries 
and travel expenses with some plan of 
incentive bonus. 

Do you have the courage to ask your 
salesmen for daily reports of their ac- 
tivities and do you from these reports 
and other sales data maintain records 
which will help not only you but your 
men to do your sales work more effec- 
tively and with less waste? Records are 
another essential tool of good sales 
direction. 

Do you train—and _ retrain—your 
salesmen? Do they know how to train 
retail clerks to push your goods? Can the 
salesmen go into a store and talk the 
language of the merchant, show him how 
to arrange and display your goods, how 
to dress a window with your sales helps, 
or how to locally advertise your prod- 
ucts? If your salesmen cannot do this, 
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how do you expect to hold your own 
with competitors who are teaching their 
salesmen how to do these things. 

Perhaps you make equipment for 
other companies to use, rather than con- 
sumer goods. You will find that you have 
many of the same problems in a different 
guise. You may feel that you sell direct 
to consumers and have none of the prob- 
lems of the manufacturer of re-sale 
goods. 

You do find that you have to classify 
your customers if you do not want a big 
waste in too frequent calls upon small 
customers. You may well find that your 
policy may be one of selling direct to 
large customers, to medium-sized or 
scattered customers through distribu- 
tors, and to small customers by mail. 

You will find that you have a large 
amount of educational work to do with 
your customers. You will usually find 
that it is necessary to study constantly 
the performance of your product under 
different conditions and to study the 
development of new methods and trends 
in customers’ processes in order to pre- 
vent your product from becoming obso- 
lete almost over night. 

Neither can you escape studying the 
problems and methods of your distribu- 
tors, if you employ them in your scheme 
of marketing. You must know what they 
are thinking about their profit margins 
and how this is affecting the energy with 
which they push your line. You should 
know how attractive are the merchandis- 
ing features of your line in their sight as 
against competitive products. Many a 
manufacturer selling industrial products 
is so affected with the designing and pro- 
duction viewpoint that he cannot see 
the need or merit of the merchandising 
angle as applied to his products. His 
awakening comes only after some com- 
petitor has capitalized his merchandising 
skill in products which distributors are 


eager to represent and sell. 

All through the preceding discussion 
of marketing background and problems, 
the implication has been that no business 
can survive without great changes in its 
marketing practices. 

The relatively simple mechanisms of 
selling of former days are rapidly disap- 
pearing. The vocabulary of the market- 
ing manager today includes such terms 
as market evaluations, forecasting, budg- 
eting, research, consumer reactions, mer- 
chandising, incentives, contests, dealer 
service, inventory control, duplication 
of circulations, trading areas, and par- 
ticularly such terms as plans, controls 
and standards. He is reading books on 
economics, statistics and psychology. 

The swift tempo of current events has 
forced new habits of thought as well as 
an expanded vocabulary. The new needs 
have brought a different type of man to 
head the marketing organization. 

In the old days a sale of consumer 
goods was considered completed when 
an order had been received, the goods 
shipped and invoiced and a check re- 
ceived from the customer. Today there 
is a growing appreciation that no sale is 
complete until the goods pass out of 
trade into consumption. The manufac- 
turer has been taught that he must help 
to move the goods out of a dealer’s stock 
and hence we find, in many cases, ex- 
tensive plans and heavy expense budgets 
for assistance at the point of actual sale. 

So, too, makers of raw materials and 
producers’ goods are spending large 
sums on research and service to further 
the interests of their customers. Intelli- 
gent management has provided these 
newer services because it has learned the 
low cost of repeat orders and the value 
of continued friendly relations generated 
by the goodwill resulting from a program 
which reaches further than mere order 
taking. 
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We have been talking about scientific 
management without using that term 
or without defining what scientific man- 
agement is. Scientific management rests 
upon the scientific approach to the solu- 
tion of any problem. Someone has stated 
the elements of scientific approach as 
research, analysis, classification, meas- 
urement and standardization. John E. 
Otterson developed and applied in prac- 
tice the elements of scientific manage- 
ment as planning, preparation, schedul- 
ing, production and inspection. He said 
that these successive steps were char- 
acteristic of all our tasks, whether it was 
the morning shave or the production of 
a product or an order from a customer. 
That was 20 years ago; it is still true. 

Scientific management inevitably 
moves in the direction of more recogni- 
tion of the value of the functional form 
of organization in place of the older 
military form. When we move toward 
basing our marketing policies and pro- 
grams upon facts that have been ana- 
lyzed, classified and measured, we in- 
evitably become conscious that there is 
a functional job which has acquired the 
title of market or commercial research. 
We may not organize this work into a 
separate function of marketing, but the 
task is there just the same and requires 
competent leadership. In a large organ- 
ization one is likely to find the research 
work separated into the studies of mar- 
ket and selling activities and the studies 
of product and merchandising activities. 

Marketing research helps the market- 
ing manager to find the facts, make the 
measurements and develop the stand- 
ards for his plans, controls and operating 
organization and procedures. Its ac- 
tivities will include some or all of the 
following studies: 


Markets (as applied to groups of consumers) 
Market evaluations 
Sales quotas 


Sales standards of performance 
Deviations from standard sales performance 
Profitableness of sales activities 
Trade activities and reactions 
Sales promotion activities and results 
Compensation, incentives, etc., in marketing 
Territorial assignment 
Territorial development and conditions 
Planning and scheduling sales operations 
Control of sales operations 
Competitive marketing activities, etc., etc. 

Merchandising has been mentioned 
but not defined. A continuing problem 
of a manufacturer of a varied line of 
products is the coordination of sales and 
production. Involved in this problem is 
sometimes a vexing friction between the 
two departments. The answer has be- 
come definite—it is the recognition of 
merchandising as a major function of 
business. Under some conditions, mer- 
chandising should not only be organized 
as a separate functional division but 
should also report directly to the general 
manager. 

The merchandising division must have 
a thorough understanding of the needs 
and capacities of both sales and produc- 
tion and the judgment necessary to 
weigh these factors and inaugurate pro- 
grams that will contribute most to 
profits. Subject to final administrative 
approval, it assumes responsibility for 
several important things. It decides the 
length and character of the line of prod- 
ucts, as interpreter of the market initi- 
ates new product studies, and controls 
the inventory of finished goods. It 
studies and decides price problems. It 
studies and develops new uses and new 
markets. It helps to train the sales force 
and distributers on the sales points of 
product. It has a special problem of 
keeping production equipment busy and 
balanced and of securing properly pro- 
portioned distribution in all sales areas 
and markets. It has been rightly called 
the profit-making function. 
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The merchandising manager may uti- 
lize the existing market research group 
or organize his own research group. 
Under either procedure, research carries 
on for him the following studies: 
Merchandising specifications of products 
Control and simplification of product lines 
Coordination of market and plant require- 

ments 
Control of inventories of finished goods 
Pricing of products 
New uses of and new markets for products 
Quality standards of products 
Competitive products 
Substitute products 
Brands, trade marks, etc. 

Consumer and trade reactions towards prod- 
ucts 

Style trends (color, design, etc.) 

Branding, packing, containers, etc. 

Resale display material and methods 

Salesmen’s equipment and samples 

Salesmen’s training on product sales points, 
etc., etc. 

In very large industrial establish- 
ments, it may become important to 
employ specialists in economics and eco- 
nomic statistics to measure and forecast 
the effect upon the future of the business 
of economic forces that are beyond its 
control. 

In the field of production, scientific 
management regularly does many things 
that are equally pertinent to marketing 
work. It studies job standardization and 
time-studies individual operations in 
order to establish proper compensation 
and incentives. It attempts to standard- 
ize working conditions and specify the 
requirements of each task to aid in the 
selection of personnel. It plans the oper- 
ations and their proper sequence. It 
plans the preparation of the materials, 
supplies and tools necessary for pro- 
duction. 

With planning and preparation com- 
pleted, it prepares the time schedules of 
operation. It plans the procedures and 


forms which will give the production 
manager the reports and records neces- 
sary for good control. It formulates the 
standards which inspection uses on 
products and processes. In general, it 
seeks to find the one best method, to 
find the person best fitted for the job, 
and to teach the person best fitted the 
one best method. Its plans, schedules 
and standards are written, not oral, so 
that every one concerned will have a 
common understanding of each objective 
and the methods by which it will be 
attained. Marketing is increasingly bor- 
rowing and adapting the methods of 
scientific management to its own needs. 

Other speakers will discuss various 
details of scientific management applied 
to marketing. Thanks to the time limit, 
which I have already stretched too far, 
it is not possible for me to ride some of 
my hobbies with respect to market 
evaluation, proper frequency of call, 
cycle routing, salesmen’s reports of 
activity and other subjects which yield 
informative and profitable results when 
approached by the scientific method. 

By no means do I want to leave the 
inference that the field of marketing has 
in it no live and competent marketing 
managers. Each year sees more of them 
gaining an understanding of scientific 
management and trying to apply it to 
their needs and problems. 

The marketing manager is now be- 
ginning to use real research to find his 
markets and ascertain their character- 
istics. He is more anxious to measure his 
accomplishments against his possibilities 
than against his past records. His quotas 
have some fair statistical basis in place 
of pure opinion. He attacks the wastes 
of field work by planning the routing 
and frequency of call of his salesmen. 
He is more interested in sales figures by 
customers than in sales figures by sales- 
men. 
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The problem of waste, or of reduction 
of sales cost, he attacks by better classi- 
fication of products and customers, and 
by the skilful use of incentives, both 
psychological and economic. He works 
with written plans and budgets and 
acquires a profit viewpoint which helps 
him to cooperate for the good of the 
whole company instead of seeking only 


a personal record of success. 

In the end he finds himself working 
with the thought that a plan must pre- 
cede a method of control, that the sta- 
tistical development of trend curves 
helps to prevent exigencies and failures, 
and that proper measurement requires 
prior establishment of performance 
standards. 


DISCUSSION: JOHN F. MEE 


Indiana University 


Mr. Freeland, in his paper on “Scientific 
Management and Its Application to Market- 
ing,” has ably demonstrated that scientific 
management is a method or technique of 
applying the known and successful prin- 
ciples and tools of scientific management to 
the field of marketing. He has shown that 
scientific management is management with 
a definite purpose based upon plans formu- 
lated from accurate facts. 

Although scientific management has been 
in use Over a quarter of a century in the 
production field, those in distribution or 
marketing areas have been slow to recognize 
and utilize its possibilities—yet if the prin- 
ciples or fundamentals of scientific manage- 
ment are valid, then their application must 
be universal, whether applied to production, 
sales credit, personnel, or any field of man- 
agement in business. 

In applying scientific management to 
marketing, Mr. Freeland pointed out that 
the following functions must be recognized 
and performed by both administrative and 
operative management: planning, organiz- 
ing, and controlling. 

1. Planning, which is a basis of business 





action, must be done with the aid of market 
research, market evaluation, time and duty 
analysis, sales and customer analysis, sales 
cost accounting, sales forecasting, planned 
budgets, and model stock plans. 

2. Organizing is the proper marshalling 
of the personnel and distribution factors 
necessary to achieve the desired results. It 
necessitates scientific selection and training 
of man power in relation to the requirements 
of territories and sales volume. 

3. The controlling of operations decided 
upon by proper planning must be done by 
means of marketing budgets of a flexible 
type, reports of salesmen’s activities, sales 
reports and records, inventory control, and 
complete analyses of actual operations in 
relation to planned operations. 

Many of the elements of scientific manage- 
ment are in use in some degree in marketing, 
but if marketing is to rise as a profession 
and if those engaged in marketing are to 
keep faith with the public by decreasing 
marketing costs, then marketing men must 
recognize, adapt, and apply the known prin- 
ciples and tools of scientific management in 
toto to distributive operations. 











SOLVING WHOLESALERS’ PROBLEMS THROUGH 
TRADING AREA RESEARCH 


ELMORE PETERSEN 
University of Colorado 


N APPROACHING this subject, trouble 
l is encountered at the very outset be- 
cause of the terms involved. The ques- 
tions arise as to who is a “‘wholesaler,” 
and what is a “trading area’? A whole- 
saler, according to a published report of 
the Committee on Definitions, is ‘‘a mer- 
chant middleman who sells to other 
middlemen and/or to industrial and 
commercial users, but who does not sell 
in significant amounts to ultimate con- 
sumers.”’ (Definitions of Marketing 
Terms, Consolidated Report of the 
Committee on Definitions. The National 
Marketing Review, Vol. I, No. 2, Fall 
1935: p. 166.) This definition is some- 
what too inclusive in its scope for the 
purpose of this paper. The present dis- 
cussion is concerned more particularly 
with the general type of merchant 
middleman engaged primarily in selling 
consumers’ goods to retailers. 

If, next, a definition is sought for 
“trading area,” our glossary states that 
it is “‘a district whose boundaries are 
usually determined by the economical 
selling range for a commodity or group 
of related commodities sold by a middle- 
man or group of middlemen located 
within the district.” This definition 
seems to be satisfactory, but in a sen- 
tence or two farther along is the note 
that while it is a correct statement, it is 
difficult to comprehend; and further, 
that the term “trading area’”’ is ‘“‘one of 
the most kicked-about and nebulous of 
all terms used in marketing.” Trading 
area research, as outlined in the remain- 
ing portion of this paper, means to dis- 
cover, develop, verify, and interpret data 
which will help to solve the problems of 


the dealer who sells consumers’ goods at 
wholesale to retailers located in a geo- 
graphical area bounded by the economi- 
cal selling range of the business center 
in which such wholesaler is situated. 

No matter how concisely one may be 
able to state his concept of trading area 
research, it is at once apparent that its 
scope has a great range of possibilities. 
Investigative activities may begin at 
many points, and their objectives may 
be as varied as the interests of the re- 
searcher or of those of his clients. Like- 
wise, the techniques employed are by no 
means standardized. They too will de- 
pend upon the nature of the problems 
for which solutions are sought. In gen- 
eral, however, there are two basic prob- 
lems of constant concern to wholesalers 
to which trading area research is par- 
ticularly applicable. They are (1) the 
determination or delineation of the most 
economical trade territory in which to 
operate, and (2) to discover a basis for 
estimating the actual and potential 
business available in such territory. In 
non-technical language, a sales manager 
of a wholesale house would probably say 
he would like to know where his “natural 
trade territory” lies, and how he may 
calculate the stability and potentialities 
of the business available to him within 
it. The first of these problems is the 
least difficult because the factors in- 
volved are more tangible and stable 
than are those which involve the pro- 
duction of wealth, income and purchas- 
ing power. 

There is probably no such thing as a 
“natural trade territory” in the sense 
that a market area comes into existence 
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without the influence of artificial forces. 
While we recognize that nature does 
play a part in setting limits to the free 
flow of trade, yet even physical obstacles 
are often ineffectual barriers in setting 
boundaries to trading areas. The Denver 
area, for example, straddles the main 
range of the Rocky Mountains from one 
end of the territory to the other. Denver 
wholesalers cannot get around the Con- 
tinental Divide, so they go over or 
through it to reach their customers. 
Then wholesale trading areas vary 
with the characteristics of the dealers 
themselves. That is, size of business may 
have much to do with the territory 
served. Some wholesalers operate on a 
national scale; others are regional in 
their scope; and still others are confined 
to metropolitan and local districts. Trad- 
ing areas vary also with the kind of 
products sold, or, to use the phraseology 
of the trade, with the lines handled. But 
regardless of size, location, or type of 
wholesale distributor, the problems of 
trading areas, their identification and 
their potentialities, are lively issues for 
which no one yet has all the answers. 
The determination of trading areas of 
various kinds and for various purposes 
is, of course, nothing new. The contri- 
butions of many agencies to this phase 
of market research are too well-known 
to require review. In fact, it is because 
so much has been done and so many 
methods have been employed, that one 
is moved to inquire if there might not 
be some fundamental principles involved 
which would have significant applica- 
bility to the solution of the practical 
problems of a group of wholesalers lo- 
cated in a given trading center. Such 
curiosity has led to further exploration 
of the subject. Inquiry has naturally led 
to experiment, and one such laboratory 
test, to be described more or less in 
detail, deals with Denver, Colorado. 


One objective of every ambitious city 
is the growth and development of its 
business potentialities. Traditionally, 
the evidence of progress in this direction 
has been assumed to be indicated by the 
number of smokestacks which mark its 
skyline. It has also been traditional that 
the mere establishment of manufactur- 
ing enterprises in a community is in 
itself a guarantee of economic prosperity 
and stability. Some cities have seen the 
fallacy of these traditions because they 
are half-truths. Factories and other in- 
dustrial plants are desirable and neces- 
sary elements in the business structure 
of every city of any considerable size, 
but they cannot stand alone, especially 
in the wide open spaces of the great west 
where the air is rarefied and the winds 
often blow freely. Cities like Denver and 
Salt Lake City lack the shelter against 
competitors and the business support 
which comes from densely populated 
regions which are afforded other com- 
munities of similar or larger size in what 
we call the industrial East. Unless there 
is a consuming public within the eco- 
nomical span of its market range, which 
can and does take the major portion of 
the products of such industries, in the 
quantity and at prices which will yield 
a profitable return to the producers, 
industrial development in our inland 
western cities holds little promise of 
success. 

It was the consciousness of inadequate 
information about their own market, its 
size and its potentialities, that led the 
business men of Denver to engage in a 
serious study of their market problems 
beginning in 1930 and continuing ever 
since. It is worth noting in passing that 
marketing research, to be the most 
valuable, must be a continuing under- 
taking. The factors which must be taken 
into account are dynamic. Changes 
within these factors themselves and in 
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their interrelationships result in  sig- 
nificant modifications of a market in 
short periods of time. 

As everyone knows who is familiar 
with the city, Denver has never been an 
industrial community. Its claim to 
prominence from a commercial stand- 
point, rests upon its position as a dis- 
tributing center. Denver began that way 
in 1859; this pattern has been followed 
in its growth ever since. It was the 
principal outfitting point in the days of 
the gold rush and the cattle range. 
Largely because of its geographical loca- 
tion, Denver has become the dominant 
wholesale distributing point of the 
Eastern Rocky Mountain Region. Not 
only have local wholesale concerns come 
into existence, but branches of larger 
companies operating on a regional or a 
national! scale, have established branches 
there. Denver is not yet a metropolitan 
wholesale market. Whether it ever will 
be, only time can tell. The point is that 
Denver is still essentially a distributing 
center and as such its marketing prob- 
lems are mainly those of the wholesale 
trade rather than those which could be 
called industrial marketing problems. Of 
course, local manufacturers who sell at 
wholesale directly to retailers, are in- 
cluded in this broad concept of the 
wholesale function. 

Here, then, was the situation in 
Denver ten years ago. Enthusiastic 
“boosters’”” wanted more industries for 
their city. But industries would require 
markets to be successful. Denver already 
had some manufacturing establishments 
of considerable importance. There was 
also an even greater established whole- 
sale trade serving a territory loosely 
called the Rocky Mountain Region. 
Just what were the economical limits to 
this territory, had not been determined, 
but it seemed to be a reasonable assump- 
tion that the markets for the products 


of new industries adaptable to Denver, 
substantially would lie in the same area. 
It is characteristic of a market that its 
capacity for absorption is greater within 
itself than is its power to expand beyond 
its normal geographical limits. Market 
expansion is not an irresistible force. 
That is to say, if pressure is put upon 
a market by the increase of goods pro- 
duced within it, it must either absorb 
such goods or stretch by extending its 
borders, or explode, whatever that 
might mean. Due to identical forces 
operating in contiguous and competitive 
trading areas, expansion sidewise is pre- 
cluded, and if the market itself, there- 
fore, does not absorb the goods offered, 
no blast occurs. Instead of exploding, 
goods merely accumulate for a brief 
time, damming up the stream of trade, 
rapidly flooding both consumers and 
producers to the quick annihilation of 
the latter. 

Recognizing this principle, and apply- 
ing it to Denver’s situation, it seemed 
to be the better part of wisdom, and 
hence good management, to learn as 
much about its local market as possible, 
particularly with respect to its geo- 
graphical limits, its consumers and their 
purchasing power, and its competitors. 

The attack on this problem was made 
by first attempting to define as realisti- 
cally as possible the boundary lines of 
the trading area. While the outcome of 
such an endeavor is to describe an area 
on a map showing lines of demarcation 
exactly drawn, every student of the 
subject is aware that no such definite 
divisions between competitive market 
territories exist in reality. Trading areas 
merge into one another. Their borders 
are bands and zones not distinct in the 
same sense that political boundary lines 
are distinct. And yet the tendency has 
been to recognize state lines, for ex- 
ample, as satisfactory separations be- 
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tween trading areas as well as govern- 
mental jurisdictions. Markets ignore 
political boundary lines, at least within 
our own country. Unfortunately, one 
cannot say in truth, completely so. 
Legally, of course, there are distinctions 
between intra- and interstate trade 
which have their effect upon marketing 
practices, even to the extent of in- 
fluencing the geographical limits of 
trade. But more particularly, especially 
during the past decade, governments of 
neighboring states have systematically 
erected barriers to trade between one 
another without considering the conse- 
quences. Of late, governors of several of 
these states have joined in an endeavor 
to break down these obstructions which 
admittedly are undesirable, but which 
seem to be much more difficult to de- 
stroy than to create. 

Despite the fact that political bound- 
ary lines and trading area boundary 
lines are not necessarily conterminous, 
and that to consider them so cannot 
always be defended on a scientific basis, 
expediency justifies the use of county 
lines for this and other analytical pur- 
poses in marketing research. In general, 
counties are the smallest geographical 
segments clearly defined on maps com- 
monly available. They are also the 
smallest units for which census data, for 
instance, are given. Moreover, in many 
sections of the country, their boundaries 
at many points are determined by 
physical considerations of more signifi- 
cance to the market map-maker than 
merely the separation between one 
county and another. 

The technique employed in determin- 
ing the Denver wholesale trading area 
may not be reviewed here in detail. Time 
and space do not permit. In principle, 
certain indispensable criteria were taken 
into account. That is, they appear to be 
indispensable in market delineation in 


the West, and there is good reason to 
believe they are equally applicable else- 
where in the country. These criteria fall 
into five groups. They are, first, the 
physiographic features of the region, 
which include topography, soil and 
climate; second, natural resources, 
wealth, wholesale and retail trade; third, 
demographic factors involving a thor- 
ough analysis of the population and its 
distribution; fourth, transportation, its 
influence upon market accessibility and 
competition; and fifth, culture and his- 
torical development, taking into account 
the origin, races, standards of living and 
shifting of the population. By taking all 
of these factors into account, relating 
them to Denver as the focal point of the 
trading area under consideration, and 
applying them to that portion of the 
country lying between the Missouri- 
Mississippi valleys and the Pacific Coast 
states, a trading area evolved which has 
since been sanctioned and approved by 
the distributors who operate in it. It 
includes Colorado, nearly all of Wy- 
oming, about half of New Mexico, and 
smaller sections of Arizona, Utah, 
Kansas, Nebraska and South Dakota. 

It should be stated that this territory 
does not define the trading area of any 
one wholesaler, nor do its boundaries 
circumscribe the most economical mar- 
ket for any particular product or line of 
merchandise. Rather, it is intended to 
represent the composite geographical 
picture of the joint trading area of all 
the wholesale distributors in Denver 
who are engaged in selling consumers’ 
goods of various kinds to retailers. This 
does not mean that all of these dealers 
have active accounts in all sections of 
the area. Neither does it imply that their 
sales activities are in all instances con- 
fined to it. It does presume to show, 
however, the map of Denver’s “natural” 
wholesale trade territory, to come back 
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to an expression which is difficult to 
avoid. It is the trading area in the deter- 
mination of which all the basic factors 
are favorable to the predominance of 
Denver as its center. It should be thor- 
oughly explored before marketing ex- 
cursions are made to other regions where 
there appear to be greener pastures. In 
the language of the West, away from it, 
a Denver wholesaler would probably be 
“off the reservation.” 

Here is one way, then, in which trad- 
ing area research helps to solve whole- 
salers’ problems. To be able to know 
with a considerable degree of assurance 
the geographical extent of one’s market 
is obviously something more than a 
mere convenience. It is the prime requi- 
site in the approach to many other im- 
portant problems which constantly arise. 
Before enumerating some of these, it 
may be of interest to remark that ex- 
perimental applications of the technique 
used in delineating the Denver area have 
been made on a theoretical basis for 
fourteen other western and middle 
western centers. Their names themselves 
suggest their competitive nature. They 
are: Los Angeles, San Francisco, Port- 
land, Seattle, Spokane, Salt Lake City, 
FE] Paso, Houston, Dallas, Kansas City, 
Omaha, St. Louis, Minneapolis-St. Paul, 
and Indianapolis. When the trading area 
surrounding each of these and that of 
Denver, is drawn, and the contiguous 
relationships of all of them are visualized 
as these trading areas cover about two- 
thirds of the area of the United States 
from the Pacific Coast eastward, theo- 
retical concepts evolve into practical 
realities. The truth of this statement 
has been verified by comparing the 
trading areas developed at the study 
table with actual sales research and 
management practices of business con- 
cerns located in the centers already 
mentioned. 


There remain to be mentioned certain 
other problems of marketing manage- 
ment to which the determination of a 
trading area is of special significance. 
These problems may only be outlined 
very briefly. Each one could easily merit 
exhaustive treatment both as to content 
and method of investigation and solu- 
tion. These are practical problems to 
which some useful answers have been 
found by the researches undertaken in 
our part of the country. As far as is 
known, no one as yet has discovered all 
the answers. To realize this accomplish- 
ment would be to realize an ideal, but 
like all ideals, it is one which can never 
be achieved. I shall set down these 
problems in a kind of logical order, be- 
cause, on reflection, it can be seen how 
one step leads to another, even though 
each consideration is appropriate for 
separate study by itself. 

1. Source of merchandise sold within an 
area. Once having arrived at the geo- 
graphical extent of the trade territory 
itself, it is only natural to inquire where 
the retailers who live in it buy their 
goods at wholesale. To discover these 
sources requires field work which is 
tedious, exacting and expensive. In the 
Denver area, it was accomplished on a 
sampling basis. First, the major territory 
was divided into twenty sub-areas repre- 
senting homogeneous units as to physical 
features, economic status, population, 
transportation, and other minor factors. 
In each such unit there was usually one 
dominant local trading center, and in 
each town often not more than one 
leading store, certainly not by lines of 
goods handled. Investigators analyzed 
in detail the invoices covering the pur- 
chases at wholesale for one year in stores 
carefully selected in the manner indi- 
cated. When the job was done, the re- 
sults revealed a great spread in patron- 
age, the range of purchases in outside 
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competitive centers being from 3% in 
food products to 98.5% in ready-to- 
wear apparel goods. Such information 
at once suggests another problem. 

2. Reasons for choice of patronage. 
Again field work was required to find 
significant answers to this question. The 
work was done by direct interviews, but 
interviews are less tedious than checking 
invoices. Hence, while the same ground 
could be covered as in the previous 
problem, it was also possible to increase 
the sample numerically and geographi- 
cally. The reasons given for buying in 
one market rather than in another, 
almost automatically classified them- 
selves into half a dozen groups. This 
classification led to the statement of 
another problem characterized as “‘trade 
requirements.” The designation itself 
suggests its significance. 

3. Trade requirements. Trade require- 
ments are those stipulations which retail 
dealers make to their wholesale sup- 
pliers, either consciously, or uncon- 
sciously, vocally or by the implication 
of their actions. They include, (a) ade- 
quacy of stocks, involving selection, 
variety, and style; (b) price; (c) quality; 
(d) brand acceptance and nationally ad- 
vertised goods; (e) trade practices, such 
as credit terms and collection policies; 
and (f) services to dealers consisting of 
a wide range of considerations including 
the facilities and frequency of delivery, 
packaging, substitutions, dealer helps, 
and many others 

4. Transportation. That the problem 
of transportation and all that it involves 
is of major concern to wholesalers, needs 
no emphasis. Not only is it usually a 
vexing one, but it is an ever-present one. 
Trading area research provides a sound 
basis for an accurate analysis of this 
problem and may point the way to its 
solution very directly. Transportation 
is significant only as it relates to market 


accessibility. But the channels of com- 
merce provided by transport of what- 
ever kind are conditioned by the facili- 
ties available such as highways and rail- 
roads, their pervasiveness in the terri- 
tory, the equipment operating upon 
them, their frequency of service, and 
their freight charges. It is with regard 
to the latter that many complexities are 
involved, even to the extent that the 
services of traffic experts may be re- 
quired. Even in its most elementary 
form, however, it is possible to utilize 
trading area research to reveal such 
things as locations of points of freight 
rate differentials, favorable and unfavor- 
able, or between competing trade cen- 
ters, to mention only one of several 
aspects of the subject. 

5. Industrial development. ‘Trading 
area research may also have a close 
bearing upon industrial development. 
At first glance, this subject may hardly 
seem to be a problem of wholesaling, 
and yet it quite properly may be. For 
instance, if, as a result of investigation, 
it is found that wherever it is possible 
for local wholesale distributors to supply 
the dealers in a territory with commodi- 
ties produced within the area, a favor- 
able differential results with respect to 
freight rates, prices, or even acceptance 
due to loyalty, local pride, or some 
other intangible consideration, the prob- 
lems of marketing and manufacturing 
come close together. The solution of one 
may be dependent upon the solution of 
the other. Precisely this situation exists 
and is now being given serious attention 
in the Denver area. In other words, 
questions relating to industrial develop- 
ment have been approached from the 
direction of trading area research, a 
procedure which is sound in both theory 
and practice. 

6. Purchasing power. Back of all 
trading area research, and doubtless its 
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real “‘reason for being,” is the desire on 
the part of management, for facts which 
may lead to an understanding of the 
prevailing and prospective demand for 
the goods offered for sale. Trading area 
research, if it means anything, should 
contribute especially to these problems. 
Obviously, they involve factors descrip- 
tive of the population and its purchasing 
power. Once the territory itself has been 
set apart, steps can be taken to analyze 
what it contains: its people and their 
material resources. Broken down into 
essential elements, the demand for goods 
requires a study not only of demographic 
factors which include the total popula- 
tion, but such matters as races, stand- 
ards of living and occupations. In its 
material aspects, the natural resources, 
basic industries, and new wealth pro- 
duced must be gone into. These are 
fundamental for upon them depends the 
economic stability of a region, as well 
as its current and future potentialities 
in terms of spendable income. The latter 
is represented for the most part by pay- 
rolls of all sorts, plus subsidiary sources 
of buying power as provided by relief 
and pension payments, and, in the 
Denver area as well as in some other 


places, by the expenditures of tourists. 

In its final analysis, trading area re- 
search is an aid to management. It plays 
its part (1) in setting objectives and in 
the formulation of policies. It helps to 
answer the questions as to where, what, 
when and how to sell merchandise. (2) It 
is a medium of coordination. By means 
of the guidance of research, balanced 
effort may be effectuated in operating 
in or dealing with one area as against 
another; in relating costs to sales vol- 
ume; in meeting seasonal variations; in 
conforming to trade requirements; and, 
if manufacturing is involved, in balanc- 
ing production and sales. And (3) trad- 
ing area research is a device of direction 
and control. It forms a tangible basis 
for a comparative analysis and inter- 
pretation of the functions of the business 
of wholesaling. Thus there may emerge 
as in no other way, the efficient enforce- 
ment of policies, the adequate super- 
vision of performance, and the intelli- 
gent appraisal of results. 

Market development is continually a 
matter of exploration, but, as has been 
ably said by another, “the explorer 
must know far more of the country than 
the spot where he pitches his tent.”’ 


DISCUSSION: W. W. LEIGH 
The University of Akron 


J. B. Edgerton, an Englishman, in his 
book Market Research in the United States 
says “the scientific study of markets has 
become so highly developed in the United 
States that it is attracting considerable 
attention at home and on the Continent— 
America is actually putting this new tool of 
business to work.” 

Dean Petersen this afternoon has shown 
us the possibilities of a well-planned and 
properly executed research program. Very 
little can be said about this paper that is not 
praiseworthy. I would like to emphasize 


four points regarding this constructive re- 
search program he has outlined for the 
wholesale trade of Denver. 

1. The research job was well planned, 
thorough and comprehensive. 

2. The Denver research activity repre- 
sented a complete research program rather 
than a survey or investigation. Each part 
complemented and supplemented the pre- 
vious studies until the entire project was an 
integrated whole. This fact is particularly 
worthy of consideration because too many 
of our research efforts are piecemeal affairs. 
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3. It was a progressive or continuing proj- 
ect. It began in 1930 and year by year was 
expanded and intensified. 

4. It represents a joint or community 
effort. More of our work, I believe, fittingly 
could be done on this basis. 

Dean Petersen remarked parenthetically 
that during his recent visit to New York he 
found the wholesale trade conditions con- 
siderably different from those encountered 
in Denver. This struck me particularly a 
year ago as I visited the Denver and Pacific 
Coast areas. In the automotive trade at 
least, we have few great wholesale houses 
comparable to those of Chancellor and Lyon 
or other chained organizations found through 
the West. 

In Akron, Ohio, our situation is almost 
exactly the converse of that found in Denver. 
Our trade is dominated by manufacturing 
and wholesaling is of secondary importance. 
To a large extent the wholesale trade of our 
area is dominated by Cleveland. A year ago 
the Commerce Department of the Univer- 
sity of Akron, in conjunction with the 
Chamber of Commerce, made a study of the 
location factors affecting small manufactur- 
ers and wholesalers in Akron. The large 
companies were purposely omitted. Fifty- 
two companies replied. We found that they 
emphasized marketing factors hardly at all. 
Within a radius of 500 miles of Akron was 
found one of the largest and richest markets 
in the United States, so presumably they 
took the market for granted. However, the 
study did bring out two points that were 
interesting. First, a considerable number of 
firms reported that their market had under- 
gone material change within the past five 
years. This was due to (a) the effects of 
depression and (b) the decentralization of 
the rubber companies. As a result, many 
firms were forced to expand their marketing 
areas. Within the past two years business 
conditions in Akron have been greatly im- 
proved. But, as far as we can determine, the 
marketing activities of those firms forced 
to expand their marketing areas due to 
depression influences have not since cur- 
tailed them. Second, about 20 per cent of the 


firms reporting had begun business since 
1920. These firms reported a better earning 
record than firms established prior to that 
date. In some cases, these firms handled 
more specialty type products but in others 
there was evidence that their managements 
had either evaluated market forces more 
effectively at the time of their founding or 
had better adapted their products and op- 
erations since to changing marketing condi- 
tions. 

In conclusion I would like to make one 
more observation. Our market transits and 
surveying techniques are today so perfected 
that we can chain off marketing areas with 
reasonable accuracy. Of course, the fund of 
census and other data have been of inestima- 
ble aid in this regard. The problem now, as 
I see it, is to use our market microscopes 
to determine the potentialities of given areas, 
given types of distribution outlets, and vari- 
ous accounts. An illustration will clarify. At 
least two of our Akron companies recently 
have been engaged in intensively studying 
and revising their sales districts. Yet within 
given cities these concerns and others have 
extended their key dealerships and dealer- 
ships until the volume of all, their own out- 
lets included, has been materially reduced. 
Again, an automotive accessory manufac- 
turer recently planned a dealer program with 
the aim of reducing his marketing area ma- 
terially, limiting the number of outlets and 
building his dealers into sizable units. This 
question then arose: What factors govern 
dealers’ size and volume in the automotive 
field and to what extent are they control- 
lable? The extent to which size and volume 
were dependent upon personal qualities, mer- 
chandising, locational factors, or sales pro- 
motion, no one could answer. Moreover, the 
purchasing habits of consumers were not too 
well charted. These are some of the ques- 
tions to which we should give more atten- 
tion if we are to solve the problems that 
lie ahead. The transit is most valuable and 
useful for our purposes, but now I believe we 
need to give more attention to our market- 
ing microscopes. 
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INDUSTRIAL PREPAREDNESS 
COL. H. K. RUTHERFORD 


Director, Planning Branch, Ordnance Department 
U. S. War Department 


Y woRK in tie War Department, 
M and the subject I am presenting, 
pertains to Industrial Preparedness. The 
subject is broad and in the time avail- 
able I can touch on only a few of its 
salient features that may be of particular 
interest to the several groups here 
assem bled. 

Modern warfare, in addition to 
trained men in its armed forces, requires 
the consideration and the preparation of 
adequate plans for the nation’s economic 
and industrial support of those armed 
forces in a war emergency. We have 
examples where the entire economic 
structure of the nation in peace is built 
to support a planned war economy. To 
appreciate this fact one need only read 
the headlines and note the bargaining 
power in international affairs of nations 
which have given adequate thought to 
this phase of warfare. Much depends on 
man power. But much more depends on 
furnishing that man power with the 
wherewithal to live and to fight in a 
mechanized world; to supply the re- 
sources and the industrial facilities both 
to those at the front and at home. No 
nation needs to bargain for its self- 
preservation when that nation possesses 
man power and material resources and 
adequate industrial facilities, coordi- 
nated and ready for defense in time of 
need. 

My presence here today attests the 
fact that the national defense occupies 
an important place in your thoughts. 
You have asked to know more about 
our plans for industrial preparedness. 
You are interested, I take it, in knowing 
how you, individually and collectively 


through the several associations here 
represented, may assist in the work. You 
are interested also, I presume, in what 
economic disruptions may result in the 
event of a prolonged war, although I 
feel certain many in the audience are 
far better qualified to talk on this sub- 
ject than the present speaker. 

Industrial preparedness long has been 
a matter of public interest and comment. 
For the past seventeen years the War 
and Navy Departments have conducted 
continuing studies on this subject, aided 
by the hearty cooperation of qualified 
individuals and organizations from civil 
life. From the studies there has evolved 
a joint Army and Navy Industrial 
Mobilization Plan. There is nothing 
secret about this plan. It is a public 
document, available to any one suff- 
ciently interested to send ten cents to 
the Government Printing Office. 

This plan of industrial mobilization 
has in the background a few basic prin- 
ciples which have been adhered to in 
preparing it. One of these principles is 
that the methods to be employed must 
visualize the utilization of our economic 
resources in the form existing when the 
emergency arises. The least possible dis- 
ruption of the normal industrial and 
commercial life of our nation in an 
emergency appears the most effective 
method of getting prompt results. The 
matter of post-war readjustment which 
inevitably wili follow a major conflict 
will undoubtedly be facilitated by an 
intelligent application of this principle. 
Many other considerations make the 
application of this principle an effective 
starting point for our plan. 
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In a broad way, the Industrial Mobili- 
zation Plan involves two main but 
closely related divisions: (1) procure- 
ment planning by the Army and Navy 
to insure the timely supply of munitions 
for the armed forces, and (2) preparation 
for the mobilization of all necessary 
economic resources in support of the 
national war effort. The Army and the 
Navy are responsible by law for the 
development of adequate plans for both 
these activities but in an emergency 
would confine themselves to their proper 
sphere of procurement, leaving to better 
qualified agencies the administration of 
the national economic resources. 


PROCUREMENT PLANNING 


Procurement planning involves the 
steps necessary to procure munitions 
when and where needed in accordance 
with the computed requirements of the 
military services. It requires, first, the 
designing of the equipment and the 
preparation of data necessary for its 
production in war in the time and 
quantity required. Private industry will 
be called upon for perhaps 90% of this 
production, since the capacity of govern- 
ment owned arsenals is only a small part 
of total requirements. Designs therefore 
must be in accord with commercial 
manufacturing processes as far as prac- 
ticable. In determining where the ma- 
terials can be produced, contact with 
industry through field agencies is neces- 
sary so that the maximum prearrange- 
ment can be worked out for specific 
items scheduled for war production. 
There are forty-nine of these War De- 
partment field agencies scattered among 
the large industrial areas. Over 20,000 
plants have been surveyed by them, of 
which some 10,000 have been found 
suitable for war production and have 
been so earmarked on our records. The 
objective of this practical field work is 


the early production of munitions 
through advance preparation of special 
tools and other aids to manufacture, 
methods of converting plants from peace 
to war activity, study of production 
problems, and various other require- 
ments incident to quantity manufacture. 

The supplies to be secured by the War 
and Navy Departments during a major 
war emergency fall into two categories: 
first, those which are normally and com- 
mercially produced by the nation’s in- 
dustrial facilities; secondly, those special 
items of munitions with which private 
industry has little opportunity to be- 
come familiar in peace time. 

The supplies which comprise the 
second group are the ones which will 
present the major procurement prob- 
lems upon mobilization for a war effort. 
A part of this second category will re- 
quire the construction of new facilities 
while others will be produced by plants 
or shops now engaged in related work. 
In both cases, plant layout, manu- 
facturing routine, methods, equipment, 
and personnel must be adapted to pro- 
duction of a new product. Our World 
War experience proves that this is no 
easy task nor one which can be accom- 
plished without months or even years 
of effort. 

The War and Navy Departments 
have long realized the magnitude of the 
problems that will confront industrial 
establishments if they are called upon 
to change from the fabrication of their 
normal product to the production of 
special types of munitions, or are asked 
to construct and operate facilities to 
manufacture a product which they have 
never previously produced. In order to 
alleviate these conditions as far as pos- 
sible, the War Department, under the 
authorization of Congress, is utilizing 
several methods of training private in- 
dustry for its emergency mission. 
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Actual experience in the production of 
specific items of munitions is, of course, 
the best possible training. As far as 
practicable, therefore, orders for the 
production of special munitions for 
current use of the Army or for war re- 
serves are contracted for with privately 
owned industrial facilities. Such orders 
are placed in compliance with existing 
laws and regulations, which provide that 
the award of a contract be made to the 
lowest responsible bidder after all in- 
terested parties have submitted bids to 
supply the item required. The applica- 
bility of this method of training is 
limited by the funds appropriated for 
current procurement. 

The educational orders program was 
evolved by the War Department as a 
means of supplementing the training 
possible through current production 
orders. Under this program, orders for a 
small quantity of essential military 
articles of a noncommercial nature are 
given to selected private companies 
which have indicated their willingness 
to undertake the production of such 
items during an emergency. An educa- 
tional order specifies that the item be 
fabricated by a production method suit- 
able to quantity manufacture in war, 
thereby assuring the design, manu- 
facture in part and utilization of the 
necessary special equipment required 
for quantity production. At the same 
time considerable progress will have 
been made in the art and technique of 
manufacturing a specific military article. 
The principal objective of such a con- 
tract is therefore not to obtain any great 
quantity of the items contracted for, 
but rather to educate one of a selected 
group of establishments in the produc- 
tion of a special piece of military equip- 
ment. 

The third method, the purchase of 


procurement studies, is utilized for those 





articles which cannot be provided for 
either by production orders or educa- 
tional orders. Under this program the 
War Department contracts with suitable 
industrial agencies for the preparation 
of production studies only, covering a 
special item of military equipment. 
Upon completion of such a contract, the 
contractor will have ready for immediate 
use in an emergency a production plan 
for the particular item assigned to him. 

The foregoing, among other matters, 
are activities included in procurement 
planning. The results are as practical as 
we can make them with the full coopera- 
tion of the plant executives who may 
be required to carry out these plans. 
The accomplishments in this field are, 
while substantial of course, limited by 
the funds provided and much remains 
still to be accomplished. 


Economic MoBILIzATION 


There is still another problem to be 
considered—one which is far broader 
than procurement planning. It involves 
the conversion of a national peace 
economy to a national war economy. By 
law, responsibility for studying this 
problem and preparing plans for meeting 
the situation in a national emergency 
is placed upon the Assistant Secretary 
of War. In practice, however, Army and 
Navy collaborate with other Govern- 
ment departments and private individ- 
uals and groups in perfecting this study. 

President Woodrow Wilson in one of 
his war speeches said, ““The highest and 
best form of efficiency is the spontaneous 
cooperation of a free people.” This is 
still the American answer to the threat 
of totalitarian war. It is the theme of the 
Industrial Mobilization Plan. 

The plan envisages, among other 
things, the judicious use where neces- 
sary, of priority determinations to direct 
the flow of materials and services to the 








50 


THE FOURNAL OF MARKETING 





support of the armed forces and the 
essential civilian requirements and, by 
the same token, to divert resources from 
less essential needs. Other nations have 
found it necessary to exercise some 
measure of control over many other 
factors in our economic life. In the 
World War, we also found it necessary 
and doubtless another major emergency 
will produce similar results. Prices, 
foreign trade, power, fuel, transporta- 
tion, and others may require close 
Government supervision in the interest 
of national effectiveness in war. But of 
one thing we may be sure. The stronger 
our economic system in peace and the 
better developed our plans for convert- 
ing it to war purposes if necessary, the 
less will be the need for emergency con- 
trol measures. 

The Industrial Mobilization Plan 
really contains nothing new. Essentially 
it proposes little more than what was 
established piecemeal with the consent 
and approval of the country during the 
World War. The chief difference is that 
the long delays in meeting situations as 
they arose at that time have been an- 
ticipated in the plan and practical solu- 
tions are now ready for immediate use 
if needed. It may be of interest to note 
that this plan was first published in 1931 
and was revised and brought up to date 


in 1933, 1936 and 1939. 


STRATEGIC MATERIALS 


An interesting phase of industrial 
mobilization is the stockpile of strategic 
materials. For many years the War 
Department sought congressional au- 
thority and funds for the procurement 
of certain materials essential to the 


national defense and which are not pro- 
duced domestically, or not produced in 
adequate quantities for national needs 
during a period of interrupted foreign 
trade. These materials include tin, 
rubber, chrome, quinine, ferro-grade 
manganese ore, and others. A stockpile 
reserve of such materials to be held in- 
violate until a war emergency made its 
use necessary appeared very desirable. 
The strategy of raw materials was very 
evidently becoming more and more a 
factor in international relationships. 

The 76th Congress passed an Act 
authorizing the action sought. Ten 
million dollars was appropriated for 
stockpile reserves during the current 
fiscal year out of a total authorization of 
one hundred millions. Certain high pri- 
ority materials as recommended by the 
Secretaries of War and Navy are now 
being acquired by the Treasury Depart- 
ment for storage on Army and Navy 
reservations. The cotton-rubber barter 
agreement with Great Britain is a step 
in the same direction. Progress is thus 
being made, although as yet it is total- 
ly inadequate when compared to the 
needs. 

We in the War Department hope, and 
I know you join me in the hope, that the 
day will never come to America when 
these plans, of which I have so briefly 
spoken, need be put to the acid test. 
But if that day must come, we want it 
to find that our joint task of defense 
planning has been well done. That work 
well done we believe to be our best 
weapon of defense against those forces, 
both from without and from within, 
which will threaten our national institu- 
tions in the event of a war emergency. 














SHIFTING SCENES IN FOREIGN TRADE 


EUGENE P. THOMAS 
President, National Foreign Trade Council, Inc., New York 


HE SUBJECT on which I am asked to 
‘Base you—Shifting Scenes in 
Foreign Trade—is one which compre- 
hends the major aspects of our present 
day problems as a trading nation. To 
Napoleon is ascribed the remark that a 
chief concern of an army commander 
was to know what lay behind the hill. 
While the airplane has solved that diffi- 
culty in modern warfare, there remain 
realms of human enterprise in which 
only conjecture can be made of the 
future that lies beyond the distant 
horizon. It calls for deep study, keen 
insight into affairs and the gift of 
prophecy to visualize what the future 
has in store for the American foreign 
trader when the war-drums cease to 
beat and a Peace Conference determines 
once more the political and economic 
boundaries between nations. 

The experience gained by the after- 
math of the previous Great War enables 
us to lift a corner of the veil and to gain 
some knowledge of the direction in 
which we should employ our energies 
at the present time in an effort to chart 
a safe course in our foreign commercial 
relations by which our domestic econ- 
omy may be strong to resist the worst 
consequences of another prolonged war 
in Europe. 

As a result of the previous war, far- 
reaching structural changes in national 
economies throughout the world have 
made the task more difficult of restoring 
our trade to its normal channels. When 
the present war cast its baleful shadows 
over the world, we still were in the dol- 
drums of a post-war reckoning of losses 
in trade and employment which, with 
all our resources, we have failed to 
liquidate. 





On top of this now is cast the added 
responsibility of maintaining our com- 
merce in a time of war and of exercising 
vigilant watch over our international in- 
terests as a neutral nation. With about 
fifty per cent of our trade required to be 
on a cash-and-carry basis and almost 
fifty per cent of our shipping barred from 
war zones, and with this large portion 
of our trade transformed by our Neu- 
trality Act from a buying into a selling 
market for goods indispensable to the 
belligerents, our problems have become 
more complicated and the retention of 
our oversea trade one of doubt and un- 
certainty as to the future. 

It behooves us, therefore, to fortify 
our national economy against a future 
which, in the light of past experiences, 
may tax all our resources in efforts to 
protect our stake in world trade. We can 
make no greater contribution to the 
cause of democracy and world peace 
than to strengthen our own national de- 
fenses against the inevitable economic 
consequences of another impoverishing 
war in European countries that have 
been our leading markets for the sale of 
our agricultural and industrial surpluses. 

To understand fully the problems of 
today, we must have a clear conception 
of the background against which we 
trace the changes that have taken place 
in the pattern of our foreign trade over 
the past two decades. 

At the close of the last century the 
United States had completed its task of 
internal economic organization. Indus- 
trialization had reached a stage when it 
was necessary to find new markets for 
accumulating surpluses. On the eve of 
the Great War of 1914, the United 
States already was third on the list of 
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countries that were leaders in inter- 
national commerce, but much remained 
to be done as a debtor nation in staking 
fresh claims in world markets. Our total 
exports in I913 were nearing the 23 
billion dollar mark. By 1929, the total 
had reached a five billion dollar peak. 
Before war broke out in 1914, we had 
changed from a country exporting 
chiefly foodstuffs and raw materials, to 
a country 49% of whose total exports 
consisted of non-agricultural manu- 
factures. 

One of our chief problems today is 
that of restoring to a higher level the 
sales abroad of our farm surpluses. The 
background to present farm export 
problems differs somewhat from that of 
the industrial. At the beginning of the 
present century farm products were 
steadily declining as a chief factor in our 
international balance of payments. Our 
exports of crude materials, crude food- 
stuffs and manufactured foodstuffs 
dropped from 64.62% of our total ex- 
ports in 1900, to 51.20% in 1913. We 
were gradually becoming more depend- 
ent on other countries for agricultural 
products supplementary to our own de- 
creasing supplies. This situation was 
radically altered by the demands of 
Europe and of our own fighting forces 
during the Great War. 

The result was an addition of 30 
million acres plowed to crops. When the 
war abruptly ended in 1918, American 
farmers were the first to feel the brunt 
of the deflation. Prices of staple crops 
fell to disastrously low levels. When the 
depression came, wheat sold in 1932 at 
25 cents per bushel, corn at Io cents, 
and cotton as low as § cents a pound 
on many Southern farms. The total 
agricultural income of the nation fell 
from 9g billions to less than § billions a 
year. Land mortgages were foreclosed, 
and the farm population as a whole was 


without any substantial purchasing 
power. The effect of this upon the in- 
dustrial sections of the country was to 
deprive nearly four million workers of 
employment in American mills and 
factories—a number greatly exceeded in 
subsequent years as the depression 
deepened throughout the world and 
assumed the character of a vicious circle 
of trade restrictions in our foreign mar- 
kets. Droughts, crop failures and soil 
erosion have led in some recent years to 
large imports of agricultural products 
to meet deficiencies in domestic supplies. 

Our farm problem has been compli- 
cated by the trend towards agricultural 
self-sufficiency in industrial countries 
which feared the approach of war. It is 
a problem which can be solved only 
through international accord, in an at- 
mosphere no longer agitated by threats 
of war. It is a problem for this country 
of meeting a situation in which our 
agricultural exports have fallen from 
51% of the total in 1913, to a mere 
27% in 1938. 

The solution is not to be found, as 
leaders of the Farm bloc in the Congress 
assert, in a transition to a self-sufficient 
national economy. As the Secretary of 
Agriculture has pointed out, any step 
in this direction must be made on the 
assumption that 40 million acres of good 
land, or 100 million acres of poor land, 
be retired from cultivation of crops. 
The costs of this retirement into eco- 
nomic isolation are too great to be con- 
sidered as either practical or desirable. 

Government intervention in our agri- 
cultural problems aims at adjustment 
under government control, with the 
object of eliminating surpluses and cur- 
tailing production in order to raise 
prices. 

The report of the National Industrial 
Conference Board lays stress on the fact 
that farmers in the past have adjusted 
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themselves to changes without govern- 
mental intervention. I quote the con- 
clusion drawn by the Board from its 
investigation of the farm situation: “In 
the past,” it says, “farmers managed 
within reasonable limits to adjust their 
production to meet shifts in price or 
demand. As far as can be judged from 


experience both during the Farm 
Board’s administration and thereafter, 
government intervention, particularly 


the promise of higher prices, tends to 
make agricultural production more in- 
flexible and to prevent normal adjust- 
ments.” 

This statement by the Board is an an- 
swer to the question often raised, as to 
whether the farmer, like the industrial- 
ist, can and does plan production to meet 
changes in market demand, in prices, 
and in selection of crops most advanta- 
geous from an income point of view. 

I have dwelt on the situation as it ex- 
ists today, as we approach the problem of 
finding in this emergency increased mar- 
kets abroad for our agricultural prod- 
ucts. It is a mistake to dismiss foreign 
trade as negligible in importance—as a 
mere 6 to 8 per cent average of our total 
national movable production. This over- 
seas trade in some commodities repre- 
sents exports up to 50 and 60 per cent of 
the total production. 

In the case of raw cotton, for example, 
our exports have declined from an aver- 
age annual sale of 8,317,000 bales during 
the five years ending July 1929, to 3,- 
329,000 bales during the year ending 
July 31, 1939—a decrease of almost 5,- 
000,000 bales. During this period of our 
declining sales of cotton, foreign coun- 
tries have increased their total consump- 
tion by almost 4,000,000 bales annually. 
It is an illusion to contend that domestic 
consumption of our raw cotton can be in- 
creased to meet this decline in our ex- 
ports, or that export subsidies will solve 


this problem. Millions of cotton growers 
and workers are dependent for a liveli- 
hood on the sale of the annual surplus of 
about $0 per cent of total production. It 
is idle to tell these people in the South 
that they should depend on the home 
market, as it is not possible for American 
textile manufacturers or other users to 
absorb the amount represented by the 
decline in sales abroad. 

The price of cotton is determined by 
world market conditions and, as in the 
case of wheat, is in great measure inde- 
pendent of the size of the crop. Investi- 
gation over a number of years of the in- 
come from American wheat, cotton and 
tobacco points conclusively to the fact 
that reduced crops tend to decrease in- 
come and large crops to increase it. That 
prices increase when agricultural pro- 
duction in any commodity is reduced, 
does not justify the assumption that this 
means an advance in income from wheat, 
cotton or tobacco. Leading economists 
point out that there is no basis in the 
agricultural history of the past sixty to 
seventy years for the assumption that 
crops smaller than normal tend to in- 
crease the farmer’s income. The signifi- 
cant result of crop curtailment in the 
case of cotton has been to stimulate pro- 
duction in a number of other countries 
and to replace American cotton by those 
foreign growths in a number of our lead- 
ing export markets. In 1934 the Hutch- 
ins Commission in its report said: 

“Since any attempt to raise American 
agricultural prices, without differentiation 
between domestic and world prices, will 
stimulate foreign production tothe detriment 
of the farmer’s export market, all price- 
raising measures of this character should be 
discontinued at the earliest possible moment. 
We recommend further that all measures 
tending to restrict exports, such as the cotton 
loan policy, be abandoned at the earliest 
possible moment. Such policies not only 


tend to restrict exports by maintaining an 
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artificially high price for American cotton, 
but may also make necessary severe reduc- 
tions in cotton production in this country 
to protect the loan extended by the Govern- 
ment.” 


The question of cotton export subsi- 
dies is left to the discretion of the Secre- 
tary of Agriculture. It is estimated that 
a minimum subsidy of 75 million dol- 
lars would be necessary to force the 
sale abroad of 7,500,000 bales of cotton, 
in competition with foreign growths at 
world market prices. The war, of course, 
may change the outlook for our cotton 
sales, but when peace comes the problem 
will remain of the recovery of our foreign 
markets for American cotton, in face of 
increasing production in other countries 
and the tendency in our leading British 
and Japanese markets to be less depend- 
ent on the American supply. 

The changing pattern of American 
agricultural exports and the entire ques- 
tion of recovery of our foreign trade to its 
pre-depression level, are domestic issues 
in so far as the future depends upon our 
national policies. They are international 
problems in so far as foreign political 
and commercial policies tend to obstruct 
our best efforts to participate more free- 
ly in world trade. 

Our internal economy is based on the 
advantages derived from a vast free- 
trade area, on highest technical knowl- 
edge and skill and on mass production. 
While evidence abounds in every part of 
the world of the recurring conflict be- 
tween agricultural and industrial inter- 
ests, and failure to compose these differ- 
ences, the fact remains that no real prog- 
ress can be made towards a solution of 
our farm export problems until the farm- 
er approaches his problems from a broad 
national aspect. The interdependence of 
agriculture and industry in the life of the 
nation must have full recognition in any 
policies designed to promote the prosper- 


ity of one or the other. The aims we must 
keep before us are a real increase in the 
national income; an increase in the real 
income of the American farmer which 
will not injuriously affect other Ameri- 
can incomes, and recognition of the ines- 
capable truism that exports cannot be 
increased without a corresponding in- 
crease in our imports. Our imports are 
highest in prosperous years and lowest in 
periods of depression. 

The situation generally, as affecting 
both agriculture and industry in this pe- 
riod of emergency, may be summed up 
in the decline shown in national income, 
as contrasted with certain other coun- 
tries. In 1929, in terms of American dol- 
lars, more national income was received 
in the United States than in fifteen other 
countries, including British Empire coun- 
tries, France and Germany. In that year, 
the United Kingdom, France and Ger- 
many, with combined populations of 
over 150 millions, received 32.8 billion 
dollars less than the United States with 
its smaller population of 123 millions. In 
1937, the differential had declined to 9 
billion dollars. 

The effects of the great depression, 
which began in 1929, and which has not 
yet been liquidated, were felt more se- 
verely in the United States than in most 
other leading countries. By 1936, recov- 
ery in the United States reached only 82 
per cent of the 1929 level, while the total 
for fifteen other countries had increased 
to 113 per cent. 

It is well to bear these facts in mind, if 
only as a warning that our first duty in 
this war is to restore the national welfare 
to its former high level. 

Turning to the industrial side of our 
foreign trade, we find leading manufac- 
turing industries geared to production 
for export. Unfortunately this fact, of 
the dependence of our industrial pros- 
perity on sales abroad, has failed to im- 
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press certain sectional interests that 
clamor for greater self-sufficiency and, as 
in the case of raw cotton, on domestic 
consumption to compensate for loss of 
foreign trade. It is an illusion to suppose 
that the domestic market is capable of 
consuming the normal surpluses of farm 
and factory or that we can dispense with 
imports from abroad. 

An export trade which in 1929 was 
valued at about five billion dollars is 
not a negligible item when estimating 
the results in additional employment 
and the difference between profit and 
loss at the end of the year. From the 
standpoint of national defense alone, 
these exports pay for materials the im- 
port of which is indispensable to our na- 
tional security. 

It is important to note, therefore, that 
the question of the continuance of our 
present reciprocal trade agreement pol- 
icy threatens to become a political foot- 
ball and to obscure the fact that, despite 
America’s vast resources, her increasing 
access to foreign markets is vital to her 
recovery from theeconomic consequences 
of the previous war and from the restric- 
tions the present war places upon her 
trade relations with the outside world. 

While it is true that the United States, 
in the matter of national defense and 
economic security, is more nearly self- 
sufficient than any other country, The 
Planning Branch of our War Depart- 
ment has listed twenty-three essential 
commodities for which we are dependent 
in whole or in part for supplies from 
other countries. To take but one exam- 
ple—the strategic importance of certain 
metals used as steel alloys—without 
supplies from abroad of nickel, manga- 
nese and chromium for alloy steels, with- 
out tungsten for tool steel, without anti- 
mony for shrapnel—all our domestic re- 
sources of coal, oil and iron would 
decline in relative importance as stra- 


tegic raw materials. Unless new domestic 
deposits are found of copper, zinc and 
lead, these minerals, in twenty years, 
will be added to the category of strategic 
materials which must be imported. 

The question of marketing in a na- 
tional emergency involves consideration 
of the effects upon our trade of the Neu- 
trality Act. There is a general consensus 
that revision of the former Act has left 
much to be desired, and that greater 
flexibility should be given to some of its 
provisions by administrative regulations 
or by further amendments. The highly 
emotional atmosphere in which the Neu- 
trality Law was reviewed and finally 
enacted in the last session of Congress 
was unfavorable to a calm consideration 
of the actual economic needs of the coun- 
try. In a period of national recovery it is 
essential that our neutral shipping and 
trading rights should not be sacrificed 
unnecessarily to the clamor of false 
alarms and exaggerated fears. 

The National Foreign Trade Council 
has been actively engaged since the war, 
and especially since the new Neutrality 
Act came into force, in informing and 
advising American exporters and im- 
porters of the changed technique in for- 
eign trade brought about by our neutral- 
ity restrictions and regulations on the 
one hand, and by the restrictions and 
regulations imposed by belligerents on 
the other hand, as well as by the changed 
conditions generally in the war zones. 
Within the rigid framework of these nar- 
rowing bounds to our freedom of trade 
overseas, we continue to find problems 
from day to day, the most urgent of 
which have been solved by clearly de- 
fined regulations affecting such ques- 
tions as the transfer of title and other 
initial difficulties attending the cash- 
and-carry system, and relating to war 
risks generally as affecting both shipping 
companies and cargoes. 
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The chief change brought about by 
our Neutrality Act—which affects not 
only our immediate but also our future 
trade with our leading European market 
—is the transformation from a selling 
into a buying market during the period 
of the war, and the control over buying 
by governments that may avail of the 
cash-and-carry provisions of the Act. 
American initiative and enterprise in our 
leading markets, accordingly, is cramped 
and confined by this change to a buyer’s 
market, governmental in character, and 
by the urgent necessity of belligerent 
governments to concentrate more on 
purchase of American products that fall 
within the categories of absolute and 
conditional contraband. Normal peace- 
time trade continues in jeopardy, despite 
much wishful thinking concerning the 
outlook for compensatory trade. 

So far I have dealt chiefly with a do- 
mestic situation which has a direct bear- 
ing and influence on our foreign trade. 
Assuming that wise counsels prevail in 
any future legislation concerning the 
new Neutrality Act, and the Reciprocal 
Trade Agreements Act when it expires in 
June 1940, let us examine briefly the ef- 
fects of the changing pattern of interna- 
tional trade, due to the action of other 
nations. 

There has been a decided shift in eco- 
nomic power throughout parts of the 
world where revolutionary governments 
are dictatorships. The effect of this on 
international trade has been to differen- 
tiate in various forms the methods by 
which international trade is conducted. 
This involves a complete change in the 
technique of foreign trade over a large 
area of the world. In totalitarian coun- 
tries the governments control absolutely 
all the economic activities of their people 
—industry, agriculture, domestic and 
foreign trade, banking and transporta- 
tion. 


To the extent to which this shift in 
power impinges upon the prerogatives of 
our State Department as the channel of 
communication with other governments, 
our own Government has been com- 
pelled to extend its activities in support 
of private enterprise and to determine in 
some instances whether American com- 
mercial enterprise, conducted by private 
concerns, shall be hampered by lack of 
orderly political relations with certain 
governments, as in the case of Germany 
and Mexico. 

Far-reaching control of foreign ex- 
change transactions’ discriminatory 
against American exporters, by totali- 
tarian dictators and by the governments 
of countries brought under their econ- 
omic domination, has led to a network 
of bilateral clearing and payment agree- 
ments and barter arrangements, which 
represent the tightening abroad of gov- 
ernment control over private enterprise 
in industry and trade. 

The currents of trade under the totali- 
tarian systems are regulated not by im- 
port tariffs but by government decrees 
which set aside the traditional guarantee 
of equality of treatment recognized by 
the most-favored-nation treaty clause. 
Centralization of power and control in 
the economic life of the totalitarian na- 
tion has changed the whole outlook for 
the American foreign trader. To restore 
this principle of non-discrimination is a 
chief end of the Reciprocal Trade Agree- 
ments Act. 

Hampered in our enterprise in normal 
European markets and confronted with 
changes in international trading that 
run counter to American practice, much 
is said of the compensation which in- 
creased inter-American trade may bring 
at this time. In 1938 our exports to Latin 
America represented only 16 per cent 
of our total exports. It is evident, there- 
fore, that any permanent increase in that 
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region will be a long-term proposition 
and that we should not make the mis- 
take of assuming that Latin American 
markets are capable of taking the place 
of Europe as an outlet for the surpluses 
of our farms and manufacturing indus- 
ries. On the other hand, can we com- 
pensate Latin America for the loss of 
their trade with Europe—amounting to 
about 250 million dollars? 

As a defensive measure, it would be 
of great advantage to the United States 
to be less vulnerable in the matter of for- 
eign supplies of materials of strategic 
value. Latin America has a number of 
these for which American capital might 
be utilized for increased development. If 
available private capital is limited, the 
Government has proposed to augment 
such funds by liberal loans. Deposits in 
Latin American countries which might 
be developed include antimony, bauxite, 
chromium, iron ore, manganese, plati- 
num, tungsten, vanadium, tin, zinc and 
non-ferrous metals. 

During the previous war our trade 
with Latin America increased from 25 
per cent of that area’s total imports in 
1913, to 45.8 per cent in 1918. The effect 
in other words was to increase our ex- 
ports to Latin American countries from 
333 million dollars to 1,400 million dol- 
lars. At present we have 36 per cent of 
Latin America’s total imports. It should 
be noted, however, that the higher per- 
centage during the previous war was due 
in some degree to the higher prices which 
then prevailed. The volume in the peak 
year 1920 was about the same as in 1913. 

When the 1914 war broke out, a year 
elapsed before our exports to Latin 
America showed any marked increase. 
On the other hand, we had to obtain 
from Latin America a number of prod- 
ucts formerly obtained from other 
countries. Some of this trade has been re- 
tained. 


A chief factor in this effort to increase 
our trade with our sister republics is the 
means to be employed in stimulating 
larger imports from that area, as a condi- 
tion precedent to any permanent in- 
crease of our exports to them. 

The trade of Latin American countries 
being mostly in primary products, de- 
pends on world demands and on world 
prices. Eight commodities make up half 
of the value of their total exports: coffee, 
corn, cotton, copper, frozen and chilled 
meat, sugar, wheat and wool. 

The 36 per cent of Latin America’s 
total imports, which we supplied last 
year, consisted largely of finished manu- 
factures. The high percentage of machin- 
ery and machine tools and other manu- 
factures exported to that area indicates 
increasing industrialization by the south- 
ern republics. 

The economics of war are infinitely 
more complicated today than ever in the 
past. Over a century there has been 
built up a world economy increasingly 
sensitive to the disturbing influences of 
the strategy and mechanics of war. We 
have a dramatic illustration of this in the 
strategy employed now on the Western 
front—scientifically planned economic 
pressure on the opposing forces as the 
first line of offensive action. A logical 
consequence of this emphasis on eco- 
nomic warfare is a world-wide disruption 
of the normal economic ties between na- 
tions—diversion of trade from one coun- 
try to another and more intensive pres- 
sure on the domestic economies of neu- 
tral nations. 

What the future may bring forth no 
one can foretell. It seems possible that 
the future international economic sys- 
tem will include transactions carried on 
under government control, as well as 
those conducted by private enterprise. 
It is likely also that commodity groups 
may play a larger part in trade transac- 
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tions. Economic grouping, preferential 
tariff systems, and economic nationalism 
in more extreme forms—these are some 
of the changes foreshadowed by the im- 
poverishing effects of a second major war 
within a quarter of a century. We must 
be prepared to meet all eventualities. 

In the early part of this century—be- 
fore the war came to destroy all expecta- 
tions of peaceful international relations 
—the trend of industry, commerce and 
finance was towards closer intercourse 
between all nations and a growing con- 
sciousness of greater interdependence. 
There can be no satisfactory and lasting 





peace after the present war which does 
not aim at a revival of that freer inter- 
course and cooperation in commercial 
relations. With threats of aggression re- 
moved, there would be no barrier to free- 
dom of access to essential raw materials, 
no need for excessive import restrictions, 
or for exclusive economic blocs and other 
contrivances that spring from fear and 
lack of confidence. In a saner world, 
trade would enter upon a new era in 
which non-discrimination and equality 
of opportunity would give to all coun- 
tries an equitable share in increasing 
world prosperity. 
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N ACCEPTING a place on your program 
I to discuss the topic assigned, I want 
to make it quite clear that I did not ac- 
cept the responsibility of defining what 
constitutes a national emergency, or of 
making any prediction as to whether 
such an emergency will arise in the im- 
mediate future. | am not even aware of 
the definitions which your program com- 
mittee had in mind when this topic was 
selected. I strongly suspect, however, 
that whatever their definitions they 
would now agree that nothing has de- 
veloped or confronts this country at the 
present time which can in any sense be 
described as a national emergency. 

I am obliged, therefore, to discuss the 
problem in rather general and abstract 
terms, directing my analysis toward sug- 
gesting what might be some of the effects 
of any drastic and sudden shift in the 
conditions of supply and demand arising 
from any cause whatever. One broad as- 
pect of the problem I may be permitted 
to dismiss with a word in passing— 
namely, the special problem of conduct 
ing marketing operations under increas- 
ing government regulations. Increasing 
government controls over price, produc- 
tion, and distribution facilities such as 
transportation might actually constitute 
the crux of the problem of marketing 
during a national crisis. On the other 
hand, marketing is likely to be subjected 
to an increased number and variety of 
government controls in the immediate 
future as in the immediate past, whether 
or not a national emergency arises. A re- 


cent publication of the Brookings Insti- 
tution emphasized the inescapable fact 
that government is the architect who 
designs the business system and that the 
business man inevitably is obliged to find 
means of adjusting himself to a con- 
stantly changing business structure. 

Business has been accused of harbor- 
ing rigidities of various kinds in its price 
structures, in its marketing methods, 
and in its views of national economic and 
social problems. To me it appears that 
the business man has exhibited a vast 
amount of flexibility—that quality 
which economists cherish so much—in 
adjusting himself to the new rules of the 
business game as fast as they are devised 
by economists and others in Washing- 
ton. Every going concern in the United 
States might well post up over its por- 
tals the sign sometimes displayed by re- 
tail establishments—‘‘No interruptions 
to business while alterations are proceed- 
ing.” 

The major problem with respect to 
marketing during a crisis has frequently 
been stated as the transition from a buy- 
er’s market to a seller’s market. Accept- 
ing that formulation of the issue, I will 
attempt to show that it should be ap- 
plied with important reservations and 
that marketing of most products would 
go on in much the same way as before. I 
will deal briefly with four aspects of the 
problem in turn—namely, the probable 
effects of a national emergency on 

(a) underlying conditions of supply 

and demand 
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(b) methods cf distribution 

(c) character of the sales transaction 

(d) advertising as a measurable aspect 

of selling. 

The change in demand which arises in 
an emergency is for the most part de- 
mand for new types of goods rather than 
increased demand for existing types. If, 
for example, the country were placed on 
a war footing the new demand would be 
for arms and ammunition, while the de- 
mand for food, clothing and entertain- 
ment might remain very much as it was 
before. The addition of the demand for 
military goods to the demand for con- 
sumer goods during war is not unlike the 
addition of new demand for capital goods 
during an ordinary business boom. 
There may be no fundamental change in 
the demand for consumer goods in either 
case. 

The broad stream of economic life in 
boom or depression, war or peace, is 
based on the satisfaction of well estab- 
lished consumer wants. Consumption 
would continue to absorb most of the na- 
tional income even though the produc- 
tion of war materials might add consid- 
erably to the volume of business. Some 
new obstacles might arise to obstruct the 
free flow of merchandise in distribution 
channels but marketing would continue 
to be concerned primarily with the 
mighty torrent of goods which consum- 
ers eat and wear and use in their daily 
living. 

This statement is not intended to min- 
imize the serious nature of emergency 
conditions or the greater drain upon pro- 
ductive resources which would arise dur- 
ing a crisis. The so-called shift from a 
buyer’s market to a seller’s market 
would be realized in some degree after 
our existing industrial plants were work- 
ing at capacity if an interval elapsed be- 
fore additional capacity could be pro- 
vided. Supplies of consumer goods might 


be affected to the extent that labor, ma- 
chines and materials normally employed 
in producing them were diverted to war 
industries. 

Effective demand for some classes of 
consumer goods would undoubtedly be 
stimulated by the rising trend of wages 
and employment and the demand for 
consumer goods from workers employed 
in the industries turning out products 
required by the emergency. This expan- 
sion would be considerably modified, 
however, by rising prices just as the re- 
striction on the supply side would be 
cushioned by drawing on existing inven- 
tories pending the completion of addi- 
tional capacity. 

Theoretically, at least, a new point of 
equilibrium between supply and demand 
under the changed conditions would be 
established immediately by a series of 
price changes. The price of a given prod- 
uct would rise until the job of selling it 
in the expanded market was about on a 
par with the job of selling it at a lower 
price in a more restricted market. Wage 
rates and interest rates would change in 
such a way as to induce men and money 
to move into the industrial fields where 
they were most needed. Nothing short of 
drastic restrictions on the freedom of 
economic action could prolong a malad- 
justment between supply and demand 
for any length of time. It would be easy 
to draw illustrations from recent Euro- 
pean history, where prices have been 
fixed under government order, workers 
have been prohibited from changing 
their occupations and the state has exer- 
cised close control over the investment 
of capital funds. The resulting disloca- 
tion of normal marketing processes 
should be looked upon as a transition 
from an enterprise system to govern- 
ment planning rather than as a necessary 
consequence of the existence of an 
emergency. 
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Turning to the second major aspect of 
the problem—namely, the effect of an 
emergency upon the character of the 
marketing process, it appears that the 
changes which actually might be ex- 
pected to occur in the methods of mar- 
keting are changes of emphasis rather 
than basic changes of direction. The 
functions of marketing do not change 
during a crisis but only the relative 
amount of attention paid to them. Qual- 
itatively all of the elements in the cost of 
distribution will be there which were 
there before. The only change in the cost 
structure will be a change in the relative 
proportion of the total cost absorbed by 
various functions. It is true that certain 
well established marketing practices 
may be modified or eliminated and that 
others may assume a more important 
place in the picture. Nothing that is 
really fundamental in the movement of 
goods can either be added or taken away 
no matter what the conditions under 
which marketing takes place. 

Distribution always involves the phys- 
ical movement of goods through the 
various stages of warehousing, order fill- 
ing, and transportation. Distribution 
always involves the return flow of money 
from the ultimate buyer back to the dis- 
tributor and the producer until every 
one, including labor and the supplier of 
raw materials, has received his share of 
the total compensation. Distribution al- 
ways involves the actual negotiation of 
the sale not only at one level but at a se- 
ries of levels and makes use of appropri- 
ate instruments of selling at each level, 
whether that be auction bidding, per- 
sonal salesmanship, or advertising. 

While there is this underlying identity 
in all marketing operations, the relative 
importance of the elements differ so 
much from one type of distribution to 
another that to the eye of the layman it 
might look as though the marketing op- 


erations in two different industries were 
not even remotely alike. The fertilizer 
manufacturer and distributor are deal- 
ing with a product in which large bulk 
and weight in proportion to value deter- 
mine the special character and color of 
the whole marketing operation. Freight 
rates, freight equalization plans, systems 
of zoning, and terms of delivery natu- 
rally assume a large share of time and at- 
tention in this industry as they do in 
such industries as cement and steel. 

There is another type of industry, of 
which drugs and cosmetics may be of- 
fered as typical examples, in which 
weight and bulk of product are small rel- 
ative to the sales value, and in which 
other aspects of distribution assume a 
place of much greater significance. Drug 
products reach the consumer through a 
great variety of intermediaries, some of 
whom depend wholly on the drug busi- 
ness for a living, while others find it a 
small but useful part of their total opera- 
tion. These intermediaries vary greatly 
in size, in their merchandising philoso- 
phies and in the relative intensity of 
competition confronting them. 

The drug manufacturer, attempting 
to reach ultimate consumers everywhere 
through such a maze of diversified chan- 
nels, finds that his principal problem lies 
in preserving balance between his vari- 
ous intermediaries and that his sales ne- 
gotiations with these intermediaries 
therefore assume the place of primary 
importance in his whole distribution op- 
eration. Manufacturers so placed in the 
drug, food and tobacco industries and, to 
a somewhat lesser degree in other con- 
sumer goods lines such as clothing and 
household equipment, have used adver- 
tising partly as a means of solving the 
knotty problem of maintaining balance 
in the intermediary channels. 

A third type of product makes the 
problem of financing the sale the central 
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fact of distribution. In the field of con- 
sumer goods, such products would tend 
to be of large unit value and infrequent 
purchase by any one consumer. In this 
classification would fall dwelling houses, 
diamond rings, pianos, etc. 

This contrast between the marketing 
problems of different industries would 
continue unabated during a national 
emergency. The particular character and 
color of marketing operations in an in- 
dustry could not be changed by emer- 
gency conditions because they arise from 
the marketing characteristics of the prod- 
uct itself. Whatever the emergency, 
fertilizer would continue to be a bulky 
and weighty product, a dwelling house 
would continue to be a life-time pur- 
chase requiring long range financing, and 
drugs and cosmetics would continue to 
be a classification of universal demand 
reaching the market through a diversity 
of channels. 

Industries in which transporting the 
product or financing the sale are para- 
mount considerations would undoubt- 
edly be affected directly by any undue 
strain placed on transportation or finan- 
cial facilities under emergency condi- 
tions. Manufacturers in some fields 
might conceivably turn to truck trans- 
portation to short-cut delays in delivery 
which might result from the extra bur- 
den carried by some of the railroads. 
Home mortgages might become some- 
what less attractive to the investor as 
compared with alternative investment 
opportunities. Consumer financing out- 
side of housing would not be affected so 
directly since the bulk of consumer 
credit originates outside the regular sys- 
tem of financial institutions. 

With respect to the thesis that the 
emergency effects on marketing would 
depend on the change from a buyer’s 
market to a seller’s market, it is the 
third aspect of distribution which needs 


to be scrutinized—that is to say, the ne- 
gotiation of sales transactions rather 
than transportation or finance. Possible 
effects of an emergency on the character 
of the sales transaction is the third broad 
phase of the subject according to the 
outline we are following here. 

We may proceed by analyzing the 
sales transaction, setting down the major 
elements which enter into it, then con- 
sidering how each of these elements 
might be affected by a sudden shift in 
the balance of supply and demand forces. 
A sales transaction between a manufac- 
turer and an intermediary in the indus- 
tries under discussion here is an occasion 
with a rich and varied content not usu- 
ally given adequate treatment in an 
economics text-book. For those who see 
the process of exchange as primarily the 
determination of a price which will 
cause the goods to move, the whole 
transaction is nothing more than price 
bids and offers. Actually neither party 
to the transaction operates in such a 
passive and mechanical fashion. Each 
side represents forces that have a power- 
ful bearing on the business success of the 
other side, so that it might not be too 
much to say that the real factors in a 
sales transaction are threats and prom- 
ises rather than mere bids and offers. 
Neither threats nor promises are used 
exclusively by one side. Sellers promise 
advertising support, for example, and 
threaten trade buyers who violate poli- 
cies with refusal to sell. Buyers may 
promise to give a product extra display 
and sales attention or may threaten to 
introduce a competing brand of their 
own. A shift in the balance of power 
might bring about some change in the 
relative employment of threats and 
promises between manufacturers and 
buyers but we can confidently predict 
that both methods would still be found 


on both sides of the fence. 
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The content of a sales transaction also 
may be specified with respect to the 
topics with which the negotiators may 
concern themselves. First, there is the 
product itself and its characteristics— 
both, as a means of satisfying ultimate 
consumer needs, and asa vehicle for prof- 
it making for the intermediary; second, 
price—not only in absolute terms but 
relative to prices paid by other trade 
customers of the manufacturer; third, 
terms and conditions of the sale which 
include many factors but which are con- 
cerned first of all with the manner in 
which delivery of the product will be 
made and the date and terms of pay- 
ment. 

These three factors of product, price 
and terms of sale are the primary topics 
of discussion in any current sales trans- 
action but selling also involves a very 
important fourth element which has to 
do with past transactions. It is difficult 
to give this element a name since it has 
not been explicitly recognized in most 
discussions of the subject but we might 
call it “the department of adjustment 
and apologetics,” or, as the New Yorker 
might say, “the fuller explanation de- 
partment.” A basic fact in the sales op- 
erations of a firm selling to a variety of 
intermediaries and attempting to main- 
tain balance between them is that it is 
never able to keep all of them fully satis- 
fied. The time of the salesmen and sales 
executives is occupied to a major extent 
in smoothing down ruffled feelings of 
this or that dissatisfied customer. 

The reason that this apparently trivial 
phase of selling is set up here as a sepa- 
rate division is that it is one of the 
things which might be affected very ma- 
terially by a change from a buyer’s to a 
seller’s market. This element in selling 
would by no means disappear but the 
type of explanation and adjustment that 
would need to be made would simply be 


changed in character. Thus it may be 
confidently predicted that one of the 
primary results of any change in the 
character of the market would be a modi- 
fication of the nature of sales apologet- 
ics. 

The salesman previously might have 
had to spend many hours explaining to 
other customers that the special price 
arrangement he had made with the XYZ 
Company was not discriminatory. Under 
emergency conditions his problem might 
be to explain away delayed deliveries or 
failure of goods to match specifications. 
Complaints of discrimination might in- 
volve priorities to a greater degree than 
price. There might be a tendency to give 
favors to preferred customers in direc- 
tions which are covered only vaguely by 
the Robinson-Patman Act. 

As to the three basic elements in a 
sales negotiation, namely discussion of 
product, price, and terms of sale, there is 
little reason to expect material change. 
Price structures and terms of sales as 
opposed to price levels take characteris- 
tic forms according to the product. With 
respect to the consideration of the prod- 
uct itself, the biggest question which 
might arise is with respect to the part 
played by advertising. The fourth and 
final section of this paper is concerned 
with advertising trends during and since 
the World War period. 

Advertising is worthy of particular at- 
tention in the present discussion for sev- 
eral reasons. The first is the availability 
of a considerable body of statistics on 
the growth of this phase of selling which 
in the case of magazine advertising cov- 
ers the entire period since 1914. The sec- 
ond reason is that advertising reacts in a 
very sensitive way to any changes in the 
volume or character of business. Finally, 
advertising is the phase of selling which 
should be affected most directly by the 
so-called shift from a buyer’s to a seller’s 
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market. If advertising is a means of stim- 
ulating demand and an emergency caused 
demand to expand beyond any possibil- 
ity of supplying the goods demanded, a 
slacking off in advertising expenditures 
should be expected. 

Actually the figures reveal that neither 
the outbreak of the World War in 1914 
nor the entrance of this country into the 
War in 1917 had any appreciable effect 
on the growth of advertising. Magazine 
advertising made enormous strides be- 
tween 1915 and 1920. For most classifi- 
cations, however, the real spurt did not 
occur until 1919 and 1920, the years im- 
mediately after the War. It might be 
argued with some justification that war 
conditions did operate to delay a devel- 
opment which might otherwise have 
been spread more evenly over the period. 
On the other hand, the industries which 
were already advertising in a big way 
maintained and increased their volume 
through the War years. 

The two industries which reached a 
low point in their use of advertising dur- 
ing the War were insurance and trans- 
portation. In the case of insurance this 
may have been due in part to the fact 
that some four million of our most in- 
surable citizens were in the army in 1918. 
On the other hand, really large use of 
magazine advertising by insurance com- 
panies did not develop until some years 
after the War. Advertising by transpor- 
tation lines was reduced to the vanishing 
point for two obvious reasons. Govern- 
ment control of railroads eliminated 
competition and advertising along with 
it. The uncertainties of foreign travel 
wiped out advertising by steamship 
lines. 

Two industries showed signs of having 
been stimulated to advertise by war con- 
ditions, namely, safety razors and blades 
and the office equipment industry. Ad- 
vertising expenditures for office equip- 


ment show a steady and rapid growth 
during the period, expenditures being 
more than ten times as great in 1920 as 
in 1915. Advertising expenditures for 
safety razors and blades grew rapidly 
during the war years and immediately 
thereafter. It is quite possible that a 
number of our four million young men in 
the service acquired the habit of the 
daily shave at that time. In the same 
way the War may have affected our liv- 
ing habits in many particulars, opening 
the way for a number of advertising op- 
portunities, but these would not be re- 
vealed by such a broad analysis of the 
figures as that attempted here. 

Aside from these four industries, all 
the others may be divided into three 
broad groups according to their adver- 
tising history during the period 1914- 
1938, namely, those that follow the busi- 
ness cycle closely, those that follow the 
cycle with a lag, and those that also re- 
flect the influence of the long range cycle 
of construction activities. 

Agricultural implements, automotive 
products, and wearing apparel are exam- 
ples of groups which follow the business 
cycle closely. Products of small unit sale 
such as food, soap, toilet goods, and soft 
drinks tend to show a lag in advertising 
with all-time highs occurring in 1930 or 
1931 instead of in 1929. This difference 
in advertising policy may indicate that 
the makers of small unit products of 
small unit cost may have some faith in 
their ability to buck adverse business 
trends through the increase of advertis- 
ing expenditures. 

The classifications which show the in- 
fluence of the long range construction 
cycle have a high point in the year 1926 
which marked the crest of the upward 
movement in construction. This includes 
paints and varnishes, structural, elec- 
trical, heating and ventilation, furniture 
and floor covering, and musical instru- 
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ments. It does not include refrigeration 
which was just getting well started in 
1926 and went on to an all-time high in 
1931. This is the single exception of a 
large unit item where advertising expend- 
iture reached an all-time high in 1931 
along with products of small unit cost. 

Another phase of magazine advertis- 
ing which is known statistically is the 
rate at which new advertisers have ap- 
peared year by year. Taking account of 
solely the new advertisers who spent 
more than $20,000 in magazines during 
their first year, the number more than 
doubled from 1915 to 1918, and then 
took a sudden spurt upward in Ig1g and 
1920. Surely there is no evidence here 
that emergency conditions made it any 
less desirable for the new enterprise to 
use advertising as a well-tested instru- 
ment of selling. 

The foregoing analysis of advertising 
trends may seem to have strayed some- 
what far from the point at issue about 
the influence of the War. It seemed de- 
sirable, however, to provide the broad 
picture of the influences actually at work 
in order to show quite clearly the limited 
effect of the emergency on national mar- 
keting activities. Despite all talk about 
a shift from a buyer’s market to a seller’s 
market, goods still have to be sold. If 
advertising is an economical and effec- 
tive means of making sales, it still will be 
used wherever it can show an advantage 


over other methods of sales. From a cost 
standpoint, it may be even more ad- 
vantageous during the emergency be- 
cause of the diversion of man-power 
which might otherwise be employed in 
personal selling. 

To summarize, it is believed that the 
idea of a shift from a buyer’s market to 
a seller’s market may be misleading un- 
less applied in a very limited way. Even 
though considerable adjustment in sup- 
ply and demand might occur during the 
emergency, each line would continue to 
be distributed in much the same way as 
before, since the characteristic features 
of the distribution problem in each in- 
dustry arise from the nature of the prod- 
ucts handled. The character of the sales 
transaction may change in color but not 
in basic function. The elements to be 
covered by sales negotiation will still 
need to be covered even though empha- 
sis may shift somewhat. Similarly the 
flow of goods and the return flow of 
money has to take place and will retain 
much of its original character since it 
grows out of the marketing qualities of 
the product itself. Emergency conditions 
may place strains on the transportation, 
storage and credit facilities upon which 
distribution relies and lead to the devel- 
opment of new expedients. Despite these 
readjustments, the main stream of eco- 
nomic life would still rest on the distri- 
bution of consumer goods. 











THE PLACE OF MARKETING RESEARCH 
DURING A NATIONAL EMERGENCY 


L. D. H. WELD 


Director of Research, McCann-Erickson, Inc. 


HIS is not an easy subject to handle 

because it involves speculation as to 
what might happen in the future and be- 
cause there is very little precedent to go 
by. 
The first question is: Just what is a na- 
tional emergency? Are we in one now? I 
should say that we are not. Some would 
say that we are in an emergency at pres- 
ent, because of high taxes, heavy na- 
tional debt, unbalanced budgets, the 
relief problem, the labor problem, and 
government meddling with business. But 
I shall not touch on this phase of the 
question. 

Although the present European war 
has not caused a national emergency, it 
raises many problems, some of which in- 
volve market research. I would call it a 
situation fraught with danger, or a semi- 
emergency. A real emergency would ex- 
ist, of course, if we were drawn into the 
war. 

Another kind of emergency exists 
when we have a serious depression, such 
as the one that began in 1929, from 
which we have not yet recovered. As 
Colonel Ayres points out in a recent is- 
sue of the Cleveland Trust Bulletin this 
is the longest depression that we have 
ever had. He says also that out of 22 na- 
tions for which the League of Nations 
issues figures, France is the only country 
that has been slower than the United 
States in working out of the recent world 
depression. 

Although I shall not discuss research 
from this standpoint, let me say in pass- 
ing that I believe that the depression has 
served to bring home the importance and 
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value of research and that it has acted as 
a stimulus to its development. It has 
forced many manufacturers to study 
their markets and to scrutinize the effect 
of their advertising. 

Coming back to the situation today, 
or the emergency that would result if we 
get into the war, there is very little, if 
anything, to be learned from the last 
war. Market research practically did not 
exist at that time. So far as I can remem- 
ber, the Curtis Publishing Company was 
the only company with a commercial re- 
search department at that time. I estab- 
lished a market research department for 
Swift and Company in 1917. There were 
practically no market experts in those 
days and very few teachers of market- 
ing. We were still in the “production 
era” when markets were supposed to be 
found without trouble. 

During the World War advertising 
kept up fairly well, though it did not 
keep pace with industrial production. It 
was not until 1919-20 that we had a 
great spurt in advertising due largely to 
the Excess Profits tax at that time. 

I mention advertising in this connec- 
tion because a very large part of our 
market research today is undertaken in 
connection with advertising. Consider 
the research departments of advertising 
agencies and the research done by pub- 
lications. Independent research organi- 
zations obtain their work mainly from 
agencies, publications, and advertisers. 
It follows that what happens to research 
depends largely on what happens to ad- 
vertising. 

Perhaps the best way to analyze the 
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effect of an emergency on market re- 
search is to take up the different types of 
research and see how each would be af- 
fected, first by a semi-emergency such as 
we are in today, and second, by a serious 
emergency. 

1. General Industrial and Market 
Studies. Under present conditions I 
would expect very little change except 
among industries directly affected by the 
war in Europe, such as manufacturers 
suffering shortage of raw materials or 
importers unable to get products from 
belligerent countries. Under war condi- 
tions there would be more work along 
this line though the problem would be 
more a national one rather than one for 
individual companies, as will be pointed 
out below. 

2. Consumer Demand Through Market 
Surveys. Under present conditions there 
would be very little change. In the case 
of a war emergency there would be less 
work of this kind. 

3. Sales Analysis. Under present con- 
ditions there should be slightly more 
work, especially for companies that lose 
foreign markets or where there are shift- 
ing markets in the United States. Under 
war conditions there might also be more 
sales analysis. 

4. Territorial Sales Potentials. Under 
present conditions I would expect slight- 
ly more analysis of this sort, because in- 
creased industrial activity in the air- 
plane industry on the Pacific Coast, for 
example, and among the heavy indus- 
tries in the Northeast and Middle West, 
ought to increase buying power in those 
sections. Under war conditions there 
would be less measurement of sales po- 
tentials. 

5. Consumer Product Tests. Under 
present conditions I would expect very 
little change. Under war conditions there 
would be less testing of this sort. 

6. Business Conditions. Under present 


conditions I would expect more careful 
analysis of business conditions. In the 
case of a war, I doubt if there would be 
much change. 

7. Radio Research. Under present con- 
ditions, very little change. Under war 
conditions there would be less. 

8. Copy Testing and Copy Research. 
Present conditions do not affect this 
type of work to any extent. If we had a 
war emergency there would be less. 

9. Media Research Other Than Radio. 
Very little change under present condi- 
tions; less research of this type if we get 
into the war. 

10. New Products and New Uses. Un- 
der present conditions I would expect 
more research of this type among com- 
panies that lose foreign markets and 
among those who have to find substitute 
products for the domestic market. Under 
war conditions there would be less pri- 
vate research along this line. 

11. Distribution Cost Analysis. Very 
little change under present conditions 
and less work of this nature if we get into 
the war. 

12. Price Analysis. Under present 
conditions I would expect slightly more 
activity in some lines, but less work of 
this nature for individual companies in 
time of war. Price analysis would be- 
come highly important from the govern- 
ment standpoint. 

13. Public Opinion Polls. There is 
some question whether this should be 
listed under market research, but it is 
interesting to note that there would 
probably be no change under present 
conditions and very little change if we 
got into the war, except that the charac- 
ter of questions might have to be changed 
so as to avoid embarrassing the govern- 
ment. 

There is one other thing not usually a 
part of market research at home. This is 
study of foreign markets. The present 
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situation, if it continues, certainly sug- 
gests the need of analysis of foreign mar- 
kets, especially in Latin America. The 
problem here is to develop trade rela- 
tions that will result in retention of at 
least a part of the increased export mar- 
ket after the war. 

What’s the net of all this? Under a 
semi-emergency, such as we have now, 
there would be no great change, but 
there ought to be a slight increase in re- 
search activities along the line of sales 
analysis, shifting potentials, business 
conditions, and foreign markets, espe- 
cially in industries and trades that are 
heavy exporters and importers. 

In a real emergency, if we get into the 
war, there would probably be a decided 
drop in research activities, especially 
among private concerns. I find that 
many of my research friends are defi- 
nitely alarmed as to what might happen 
in this case. Some expect the research 
business to practically fold up. A little 
light is thrown on this subject by Eng- 
land’s experience. The case is not en- 
tirely analogous because business in 
England is more disrupted by the war 
than it would be in the United States, 
and because there is not so much de- 
pendence on research. I understand that 
practically all research activities have 
ceased, as has a large part of advertising. 

The point is that if we get into the 
war, there will undoubtedly be a certain 
amount of government regimentation, 
control of commodity distribution, con- 
trol of prices, and possibly more curbs on 
advertising. There would be plenty of 
room for market investigation, but it 
would be taken over largely by the gov- 
ernment and not left to commercial or- 
ganizations. 

Then the problems would be national 
rather than of individual companies. 
Such problems as inventories, supply of 
essential commodities, prevention of 


shortages, allocation of raw materials to 
different industries and companies, pre- 
vention of hoarding, profiteering, etc., 
would come to the fore. These problems 
are a little outside the ordinary field of 
market research, but our research men 
would be of great help to the government 
if they were given the opportunity. 

All in all private research would un- 
doubtedly suffer a severe slump, not 
because the need would be less, but 
because our problems would become 
national and because advertisers and 
advertising agencies probabiy would not 
spend money on market research. 

War or no war, there are two things 
that are necessary to place market re- 
search on a firmer foundation. The first 
is to build up a greater appreciation of 
its value among manufacturers and mar- 
keters, and the second is an improve- 
ment of research methods. 

As for the need of greater appreciation 
and a better understanding of its value, 
this has been growing pretty steadily 
during the past ten or fifteen years. But 
as one research man recently said, 
“There are manufacturers galore who 
haven’t the first inkling of what market 
research can do for them.” This same 
man believes that market research 
would be in a sounder position today if 
researchers as a group had been doing 
something systematically to sell them- 
selves. 

The American Marketing Association 
might well consider this matter serious- 
ly. One research man has suggested that 
the Association should set up “‘some kind 
of planning board to develop this re- 
search business.” At least, the Associa- 
sion might appoint a committee to con- 
tider possibilities along this line. 

As for improvement of research meth- 
ods, here again we have advanced fairly 
rapidly during recent years. We have im- 
proved our techniques substantially and 
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I believe that market research as a whole 
is on a high plane of integrity. However, 
there is ample room for improvement. 

Our methods of laying out samples to 
obtain representative cross-sections have 
greatly improved. The Literary Digest’s 
spectacular statistical debacle at the 
time of the last national election showed 
us more than anything else the need of a 
scientifically distributed sample. We can 
now do jobs with a sample of 5,000 or 
10,000 interviews where we formerly 
thought we needed 20,000 or 30,000. And 
yet too many surveys are made today 
without adequate samples properly dis- 
tributed. 

There is too much reliance on mailed 
questionnaires in some quarters. 

There is still a good deal of careless 
field work. This results from having to 
use temporary investigators without 
sufficient experience, training, or super- 
vision. 

There is still room for improvement in 
constructing questionnaires. 

There is need for greater definition 
and standardization of income group- 
ings. The American Marketing Associa- 
tion has already appointed a committee 
to consider this problem. 

We also have great need of more qual- 
itative research, where sales effectiveness 


is taken into account. For example, in 
radio research, we have fairly accurate 
methods of finding out how many people 
listen to individual programs, but we 
have very imperfect measurements of 
the extent to which they buy the prod- 
ucts advertised. 

The same is true of readership checks. 
We can find out pretty well how many 
people saw and read individual adver- 
tisements, but we don’t know the num- 
ber that were actually influenced to buy. 
The correlation between reading of ads 
and buying of goods has not been estab- 
lished. 

We are still more or less at sea on copy 
testing. We need more comparisons of 
the different methods of testing on the 
same set of advertisements, and we need 
to find some more effective way of check- 
ing our testing methods against actual 
sales results. 

The American Association of Adver- 
tising Agencies through its Research 
Committee has taken a forward step in 
setting up standards for market research. 
These standards have done some good 
and they are kept in mind in many re- 
search projects. They do not go far 
enough, however, and here again the 
American Marketing Association might 
be of real help. 








CREDIT TERMS AS AN ELEMENT IN 
MERCHANDISING COMPETITION 


J. ANTON HAGIOS 
Manager, Credit Management Division, N.R.D.G.A. 


HEN those responsible for the 

planning of the Consumer Credit 
and Retail Distribution session assigned 
to me the subject of “Credit Terms As 
An Element In Merchandising Compe- 
tition” they intimated that I might take 
anywhere from five minutes to half an 
hour, the implication being, of course, 
that anything which might be said on 
this subject can probably be covered in 
five minutes. 

They were not entirely incorrect in 
this assumption for I have just spent 
considerable time and effort reviewing 
the file material of several of the leading 
consumer credit associations as well as 
that of several leading department stores 
in the country. While the files of most of 
these organizations contain a great deal 
of information on the effects of competi- 
tion on retail credit terms, they contain 
very fragmentary data only in a few in- 
stances and mostly no information at all 
on the effect of credit terms as an ele- 
ment in merchandising competition. In 
other words, I might as well admit at the 
outset that I failed to find any statistical 
data or other factual evidence which I 
had hoped would enable me to explode 
the widely prevailing belief that the 
chief characteristic of the homo-Ameri- 
canus is that he lives beyond his means, 
has a shiny new motor car year after 
year, electric gadgets galore, shabby old 
worn-out rugs, broken down furniture, 
owes his doctor and dentist bills, and all 
because he is a slave to installment sell- 
ing and mortgages his income as quickly 
as he makes it. 

This dearth of information does by no 
means indicate that this subject is unim- 
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portant and thus might just as well have 
been left off the program altogether. On 
the contrary, if installment selling is here 
to stay, and we presume it is, it is im- 
portant to know to what extent leading 
installment commodities, such as the 
automobile, are cutting into future con- 
sumer purchasing power. By the same 
token, the department store furniture 
buyer would give a lot to know how a 
certain increase in electrical appliance 
sales will affect his particular depart- 
ment. 

My brief examination of the literature 
on these phases of the subject has con- 
vinced me that retail distributors and 
manufacturers alike would benefit great- 
ly if some research organization such as 
the Russell Sage Foundation or the Na- 
tional Bureau ot Economic Research 
would undertake periodic studies to 
chart the effects of credit terms on retail 
merchandising competition. The trouble 
with most of us is that we take certain 
obvious business facts for granted. Not 
only do most of us recognize that credit 
terms constitute a definite element in 
merchandising competition, but we are 
pretty generally agreed that credit terms 
are becoming an increasingly important 
factor in retail distribution today. 

Before I go any further I should like 
to define somewhat more specifically 
what I mean by the words “credit 
terms” and “competition.” While the 
designation “‘credit terms” would ordi- 
narily cover both installment terms and 
regular monthly charge account terms, I 
am confining this paper mainly to dis- 
cussing installment terms. Funk & Wag- 
nalls’ dictionary defines competition as 
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“the independent endeavor of two or 
more persons to obtain the business 
patronage of a third by offering more 
advantageous terms as an inducement to 
secure trade.”’ I doubt whether the edi- 
tor when writing this definition had 
credit terms in mind as one of the ele- 
ments of competition. He probably 
thought only of such factors as price, 
quality, and style. He might just as well, 
however, have included the element of 
credit terms as a fourth factor in retail 
competition. In fact, it was due mainly 
to competitive influences that the re- 
tailer was originally driven to adopt in- 
stallment selling practices because of 
considerable consumer pressure and as 
a means of stimulating business and 
increasing profits. It is generally ac- 
knowledged that the application of the 
installment selling principle to retail dis- 
tribution has enlarged the market and 
stimulated production. The practice of 
selling on the installment plan has, there- 
fore, found favor with manufacturers 
and retailers alike. 

To show how installment selling has 
gradually been woven into the fabric of 
retail merchandising, I am citing for the 
purpose of illustration its development 
as an integral part of the merchandising 
policy of a large mail order house. I se- 
lected this type of retail distributor be- 
cause they sell almost a complete line of 
consumer goods, except automobiles. 
The nature of their business puts them 
into direct competition with virtually all 
other classes of retail distributors. This 
mail order house is Sears Roebuck & 
Company. Prior to 1g11 this organiza- 
tion was doing business on strictly a cash 
basis and since it was the desire of the 
management not to enter the field of 
credit selling, all possible methods were 
used to discourage customers from buy- 
ing on time. Despite the Company’s ef- 
forts, however, thousands of inquiries 


were received for credit accommoda- 
tions. This shows that the consumer 
played as prominent a part as the seller 
in the development of our present credit 
terms structure. I mention this because 
business is sometimes accused of having 
forced an unsound and unwanted credit 
structure on a gullible buying public. 

Sears found that consumer demand 
for credit increased to such an extent 
that the management considered it un- 
wise to refuse credit terms any longer. 
Therefore, in I911 it was decided to 
grant installment terms to customers of 
unquestionable responsibility on certain 
heavy lines such as farm implements, 
cream separators, gas engines and ve- 
hicles. 

The period beginning with America’s 
entry into the World War and extending 
through to 1922, became known as the 
“no down payment” era to most install- 
ment merchants of that time. During 
these years Sears Roebuck & Company 
intensively promoted the sale of pianos 
and phonographs on liberal credit terms. 
Their credit plan was extended to in- 
clude many new items such as organs, 
plumbing and heating supplies, washers, 
electric light plants, vacuum cleaners 
and garages. A considerable volume of 
unsolicited business was also received on 
school furniture and sewing machines. 

By 1922 the general financial outlook 
became so disturbing, however, that 
Sears Roebuck & Company, along with 
most other retailers, felt obliged to cur- 
tail drastically all credit sales promotion 
efforts on many items, shorten terms of 
payment, and make more thorough cred- 
it investigations. A $25 minimum sale 
for credit purchases was also established. 

From 1924 to 1927 when business con- 
ditions began showing signs of improve- 
ment, and installment sales of other re- 
tail lines began to expand rapidly, Sears 
again broadened its credit plan but con- 
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tinued a conservative policy in approv- 
ing credit orders. During this period the 
new commodities added to the approved 
list of credit articles included sewing 
machines, harness, furniture, ironers 
and baby carriages. The terms approved 
for these articles and the revisions made 
on the already approved items tended 
toward a more uniform policy, particu- 
larly as to maximum contract life and 
carrying charges. 

The period between 1928 and 1931 
marks the turning point in Sears’ credit 
policy and is largely responsible for the 
tremendous increase of credit sales in 
later years. Tables of credit terms were 
devised to encourage combination pur- 
chases. Terms ranged from six months 
on smaller purchases to a maximum of 
eighteen months on purchases over $300. 
In addition, the minimum credit sale 
was lowered from $25 to $20. As compet- 
ing stores offered terms on new items 
Sears broadened its credit plan accord- 
ingly. More new items of merchandise 
were approved for credit in 1929 than in 
any other single year. The list included 
clocks, concrete mixers, dinnerware, file 
cabinets, health lamps, silverware, safes, 
adding machines, duplicators, farm im- 
plements, roofing, musical instruments, 
shop equipment, motors and aluminum- 
ware. 

In 1930 when general business condi- 
tions became uncertain the question 
arose as to whether terms should be re- 
stricted. The Company decided not to 
retrench, although credit applications 
were selected with greater caution. Sears 
credit sales in relation to total sales had 
not as yet reached 10%, and between 
1932 and 1938 additional merchandise 
items were approved for credit sale, such 
as automobile tires, wearing apparel, 
cameras, draperies, Venetian blinds, 
power plants, air conditioners, and op- 
tical goods. Notice the introduction of 


what has since become known as “‘soft 
goods” commodities. The dollar volume 
of credit sales increased for each year 
during this period with the exception of 
1938 and although general business con- 
ditions were somewhat uncertain, the 
Sears Roebuck management felt that 
credit sales increases were in keeping 
with the trend of retail installment sell- 
ing generally. 

By 1934 the application of installment 
selling to the sale of general merchandise 
(soft goods selling) became a definitely 
established practice. As a result, Sears 
made an extensive survey of the trend of 
retail business. It was found that there 
was an increasing consumer demand for 
credit terms not only on home furnish- 
ings but for so-called soft goods mer- 
chandise as well. The situation was care- 
fully watched and a change in policy was 
considered necessary. At the close of 
1938 Sears decided on a general credit 
plan not only to offer terms on all lines 
of merchandise but also to lower the 
minimum sale for credit purchases to $10. 

It is interesting to note that during 
this period FHA appeared in the picture. 
The FHA terms “Up to Three Years to 
Pay” were much more liberal than those 
previously offered by retailers and sales 
finance companies. Sears, like other re- 
tailers, therefore fell in line to be com- 
petitive, especially on_ refrigerators. 
These terms were later reduced to thirty 
months. 

The policy established late in 1938 has 
been in effect throughout 1939. Every- 
thing can now be purchased at Sears on 
credit provided the total amount is $10 
or more. As a result of this policy the 
ratio of installment sales to total sales 
has increased steadily from less than 
10% in 1928 to well over twice that fig- 
ure in 1939. 

I thought I would briefly describe the 
development of the Sears Roebuck credit 
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policy to show you how commodity after 
commodity formerly sold only on a cash 
basis, was added to the installment sell- 
ing list. I have also attempted to prepare 
a table to show you the changes that 
have taken place in the terms structure 
by commodities during this period. Un- 
fortunately, I could not go back to what 
I might call the first boom period in re- 
tail installment selling, that is the period 
between 1917 and 1922. The earliest 
data I am able to cite cover the year 
1925. They were furnished me by Milan 
V. Ayres, Secretary of the National As- 
sociation of Sales Finance Companies 
who compiled them in connection with a 
study he made of installment selling for 
the American Bankers’ Association in 
1926. The comparative 1938 figures were 
taken from our own Credit Management 
Division survey conducted in connection 
with 1938 department store deferred 
payment selling operations. 

The following table shows the typical 
down payments and the typical length of 
contract terms for six commodities for 
the years 1925 and 1938: 


Down Payment Length of 
Required Contract 
Commodity % (months) 
1925 1938 1925 1938 
Refrigerators 15% 10% 18 24 
Radios 25% 10% 6 12 
Vacuum Cleaners 15% 10% 9 18 
Sewing Machines 10% 10% 18 18 
Furniture 15% 10% 18 12 
Washing Machines 10% 10% 12 12 


You will note that the first three com- 
modities, that is refrigerators, radios and 
vacuum cleaners, showed a decided 
trend toward liberalization, reflected 
mainly by a decrease in the down pay- 
ment and a considerable lengthening of 
the contract period. There is no doubt 
in my own mind that these commodities 
are definitely competing with adjacent 
lines such as furniture and floor cover- 
ings, for instance. This is true not only 
from the standpoint of price, improve- 


ment in usefulness and serviceability, 
but installment terms as well. 

We in the department store field know 
from experience (sad experience in some 
cases) that credit terms have much to 
do with the sale or lack of sale of certain 
types of merchandise. For example, the 
growth of the sale of electrical appliances 
is, without question, due in a large meas- 
ure to their easy marketability based 
upon terms which make it possible to 
pay for a refrigerator out of what cus- 
tomers were previously obliged to pay 
for ice, with perhaps a slight additional 
amount in the case of the more expensive 
boxes. 

The furniture item also shows a de- 
crease in the down payment but actually 
shows an improvement as far as the 
length of contract period is concerned. 
This apparent improvement, however, is 
confined only to the department store 
field as the terms in the furniture trade 
showed an average length of contract of 
eighteen months in 1938 according to the 
Retail Credit Survey of the U. S. Depart- 
ment of Commerce. 

The most significant thing to bear in 
mind about these changes in the terms 
structure, however, is the fact that most 
of the commodities underwent consider- 
able downward changes in the price level 
during this period. According to the 
trade magazine “Electrical Merchandis- 
ing,”’ 778,000 domestic electric refrigera- 
tors were sold in 1929 at an average price 
of $292, whereas in the year 1936, 2,- 
080,000 electric refrigerators were sold at 
an average retail price of $164, a reduc- 
tion of 44%. If you read the ads current- 
ly appearing in your daily newspapers 
you know that good mechanical refriger- 
ators can at present be bought for about 
$100, representing another 40% saving 
from the 1936 cost. 

The average retail price of washing 
machines in the same period came down 
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41%, accompanied by substantial in- 
creases in volume. In the light of these 
reductions, therefore, even the washing 
machines item shows a decided trend of 
greater liberality even though there were 
no apparent changes shown in the down 
payment requirements and length of 
contract periods in the above table. 

While a number of other interesting 
facts can possibly be drawn from the 
above table, obviously the most impor- 
tant is the influence of merchandising 
pressure on installment selling and 
therefore credit terms. This situation 
prevails in the department store field 
and we know it exists in virtually all 
other lines of retailing engaged in install- 
ment selling. It even exists among some 
sales finance companies where expedi- 
ency sometimes dictates the terms struc- 
ture, and among some manufacturers of 
major electrical appliances who, through 
subsidiary finance companies, control 
the retail sale of their products. I have 
reference, of course, to the so-called 
Winter Selling Plan which called for the 
sale of refrigerators, for instance, to be 
made in the Fall on a sort of rental basis, 
with the first payment to be made not 
until the 1st of April or the 1st of May of 
the following Spring. 

Perhaps the strongest proof I can fur- 
nish you of the effect of installment 
terms on retail merchandising competi- 
tion is the dramatic entry into credit 
selling, about two-and-a-half-months 
ago, on the part of R. H. Macy & Com- 
pany, which, in its eighty-one years, had 
risen to the rank of the world’s largest 
store on the basis of its cash policy. The 
editor of the Dry Goods Economist 
called the new Macy move a logical one 
and in the trend of the times since Macy 
sales of home furnishings and appliances 
have suffered from competition of in- 
stallment purchase plans offered by 
other stores, and the Three-Payment 


Plan used elsewhere has cut appreciably 
into their men’s clothing business. 

The radical departure into credit sell- 
ing on the part of the Macy organization 
and the subsequent developments in re- 
tail circles in New York is a definite indi- 
cation that credit terms are destined to 
play a greater part than ever in retail 
competition. Witness, for instance, the 
action taken simultaneously by several 
other leading stores in the metropolitan 
area in New York. Gimbel Brothers, in 
a series of full-page ads, published for 
the first time to my recollection, a table 
listing sixty-eight commodities which 
can be bought at their store on the in- 
stallment plan. They also showed the 
down payment required and the maxi- 
mum number of months allowed for each 
commodity. Incidentally, the table re- 
veals that no fewer than twenty-three 
items can again be bought without a 
down payment. Hearn’s at 14th Street 
came out with a new coupon book plan 
with a lower carrying charge than a sim- 
ilar plan just announced as part of 
Macy’s credit selling program. Most 
specialty shop advertising of Fifth Ave- 
nue stores showed that these stores were 
trying to meet the new Macy credit sell- 
ing competition by undertaking re- 
vitalized drives for securing new charge 
customers and by reminding the buying 
public through their ads that charge ac- 
counts are available to anyone with a 
good credit standing. 

I think if the influences of the com- 
petitive development of installment 
terms during the last twenty-five years 
were charted they would be based on the 
following factors in this order of impor- 
tance: 

1. The enormous growth of the sales 
finance companies operating on a na- 
tional scale and often controlling the 
terms for certain commodities, such as 
automobiles and refrigerators. 








nea it 22 6S 








THE FOURNAL OF MARKETING 


75 





2. The influence of public utilities on 
long range electrical appliance terms 
which we all know has its repercussions 
on the terms of other lines of merchan- 
dise. 

3. The entry into the installment sell- 
ing field of federal governmental agen- 
cies, such as the Electric Home and 
Farm Authority and the Federal Hous- 
ing Administration. 

The last-named factor, namely the 
two federal governmental agencies, has 
been largely responsible in my opinion 
for the excessive terms which reached 
their maximum in the form of no down 
payment and thirty-six months to pay 
during 1936. A survey undertaken by the 
credit Management Division showed 
that these excessively long terms for 
major electrical appliances sponsored by 
the government had a destructive effect 
on the terms for other commodities such 
as 18 months for vacuum cleaners, 18 
months for sewing machines, 12 months 
for draperies, and 12 months for house 
furnishings. Because the trend toward 
excessive liberalization in maximum 
terms constitutes a definite undermining 
of sound retail credit structure and be- 
cause such a trend if permitted to grow 
would spell inevitable disaster, the 
Credit Management Division passed 
this resolution at the June 1937 conven- 
tion of the National Retail Dry Goods 
Association: 

Because the Credit Management Division 
believes that retail credit is becoming in- 
creasingly vital to the social and economic 
welfare of the community, and the proper 
use of credit has become one of the determin- 
ing factors in the success of retail business, 
it recommends that competition of credit 
terms be stopped, that a down payment on 
new accounts be required, and that the 
maximum length of time for payment be 
reduced to twenty-four months, and that all 
other installment terms be confined within 
reasonable limits. 


Just a word about credit terms as a 
factor in the commercial manipulation of 
consumer choice. Terms, when treated 
from the credit merchandising angle, are 
only one of many factors determining 
consumer choice. Advertising, trade- 
marks, economic conditions, price appeal 
and misrepresentation are all determin- 
ing factors from this point of view. 

I have had two charts prepared based 
on the experience of a large installment 
distributor. Chart #1 shows the reposses- 
sion experience on installment sales of 
Used consumer durable products fi- 
nanced during each of the years from 
1930 to 1937 and covers several million 
actual transactions. Transactions han- 
dled in 1938 and in 1939 are still in the 
process of liquidation and, therefore, the 
experience is incomplete at this time. 

Experience has demonstrated that 
equity is a greater factor in keeping dur- 
able products sold on an installment 
basis than any other credit factor, espe- 
cially on Used products. The customer’s 
initial equity is always the down pay- 
ment. For the purpose of credit analysis, 
the experience shown on Chart #1 has 
been classified by down payment groups. 

The outstanding and very consistent 
thing about the trend of repossessions by 
down payment groups 1s that the lower the 
down payment, the worse the repossession 
experience. Thus it is possible, within cer- 
tain limits, to project future experience on 
the basis of past experience. In fact, ex- 
perience classified by down payment and 
term groups is to installment sellers what 
actuarial tables are to insurance compa- 
nies. 

In the final analysis, repossession ex- 
perience depends not only upon the se- 
lection of credit risks and their subse- 
quent handling from a collection stand- 
point but upon the factors influencing 
the capacity of customers to complete 
their payments. Of these the most im- 
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portant factor is economic conditions be- 
cause they determine the available mar- 
gin over and above necessary expenses. 
Emergencies, such as illness, temporary 
loss of employment, etc., making it im- 
possible for customers to meet their in- 
stallments on time, do not arbitrarily 
result in repossessions, where customers 
are honest and intend to discharge their 
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Obviously, the effect of economic con- 
ditions upon the capacity of customers 
to pay is beyond the control of the 
merchants who sell products on an in- 
stallment basis, but the selection of the 
credit risk and its subsequent handling 
is something that can be controlled. 
When the average merchant attempts 
to force the market by putting the prod- 
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Cuart 1. Number of used repossessions related to the number of used product accounts financed each year. 


Classified by down payment groups. 


obligations. In deserving cases, es- 
pecially where the customer has a real 
equity, payment schedules are rear- 
ranged to reduce the financial burden of 
customers in meeting their installments, 
thus preventing repossessions. 

The rise in the rate of repossession on 
transactions handled in 1937 which is 
characteristic of all but the 50% and 
over down payment classification re- 
flects, to a large extent, the pressure of 
declining economic conditions upon the 
capacity of customers to pay during 1938. 


uct into the hands of weak credit risks 
who have little equity in the collateral 
and whose margin of income above living 
expenses is narrow, then such sales ex- 
pediencies merely result in a temporary 
shift of inventory from the merchant to 
a weak customer. This in turn merely 
adds to the cost of do'ng business and a 
surplus inventory position on the part 
of the public—a position that has to be 
liquidated at the expense of later sales. 

Again, when we examine the experi- 
ence from another angle, we find that 
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the more speculative or expedient the 
credit merchandising policy, the sooner 
repossession takes place after the sale. 

Chart #2 shows the proportion of total 
repossessions made by the number of 
installments paid. The curves on this 
chart are confined specifically to re- 


possessions coming back with from “‘o 
to “4” installments paid although, of 
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who entered the market in 1937 were 
subjected. 

Within the past several months, the 
percentage of repossessions with “o,”’ 
“1” and “2” installments paid has shown 
a rising trend. The answer is that during 
1939 merchants have been forcing the 
market by selling to marginal credit 
risks. Strange thing, that down pay- 
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Cuart 2. Number of used repossessions related to the number of used product accounts outstanding. Classified 


by number of installments paid. 


course, repossessions do occur with more 
than “4” installments paid. The reason 
the given classification is important is 
because most of the repossessions occur 
with ‘‘4” or less installments paid. Jn 
fact, the outstanding and very consistent 
thing about the trend of repossessions by 
the number of installments paid is that the 
highest percentage of repossessions are 
made with the fewest installments paid. 
The bulge in all classifications during 
1938 reflects the pressure of declining 
economic conditions to which customers 


ments and terms always seem to grow 
weakest when times are best. That is 
just when the consumer’s financial posi- 
tion and income should be improving 
and certainly when you would think 
credit risks, especially the capacity to 
pay, would be the strongest. Time after 
time, purchasing power that has been 
developed too rapidly in relation to in- 
come has proved to be a boomerang to 
merchants who have resorted to the sales 
expediency of granting credit concessions 
to obtain a competitive advantage. 
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Consumer credit merely translates 
future purchasing power into present 
purchasing power which cannot be 
stretched indefinitely, with safety. Forc- 
ing the market simply tends to accentu- 
ate the contraction in the market when 
the inevitable reaction gets under way. 
Previous credit excesses usually curtail 
the sales and profit opportunities of 
merchants to a greater extent than if a 
conservative credit policy had been pre- 
viously pursued. That being so, then 
merchants who sell on the installment 
basis have a definite responsibility. Cer- 
tainly, if we are to have stability and bal- 
ance in business, the public’s inventory of 
credit goods, like that of the merchant, must 
rest on the strongest and not the weakest of 
credit foundations. 

The effect of retail credit terms on 
consumer purchasing power was out- 
lined some time ago in the World Tele- 
gram by John T. Flynn, noted financial 
writer. I am quoting him here because I 
agree with his recommendation that in- 
stallmen. terms must be kept within 
reasonable limits in order to maintain a 
sound credit structure. His outline of the 
economic consequences of the install- 
ment sale runs as follows: 

“The installment sale is an instrument 
for increasing immediate purchasing 
power. No doubt about that. A manu- 
facturer produces a piano. In doing so, 
he creates purchasing power equal to the 
sum of money he spends in producing 
the piano. Then he sells the piano with- 
out asking the purchaser to pay any 
more than a small down payment. Thus 
the community as a whole benefits in 
purchasing power to the extent that the 
people who receive the costs of making 
the piano have that much purchasing 
power in their hands and the person who 
buys the piano gets purchasing power to 
the amount of the balance due on the 


piano. That is an increase in purchasing 
power. 

“However, from this time on, the 
operation tends to decrease future pur- 
chasing power. For, having promised to 
pay for the piano, the buyer must now 
set aside something each month to meet 
his payment. So that his future purchas- 
ing power is reduced. 

“This, however, does no harm, pro- 
vided conditions continue favorable and 
the production of goods and their sale 
on installment payments continues. Be- 
cause, while the installment sale para- 
lyzes a portion of the future income of 
the buyer for six, ten or more months, 
new installment buyers coming into the 
market make up for this. 

“Up to this point, the thing is eco- 
nomically sound. But the real trouble 
comes when a depression makes its first 
appearance. Then new installment sales 
quickly fall off. But, in the meantime, a 
vast volume of unpaid installment ac- 
counts is outstanding. While they are 
being paid, the income of the people is 
subject to a heavy diminution without 
the offsetting effect of new sales. The 
load of installment debt, therefore, hangs 
over the whole financial system and be- 
comes a depressive influence. 

“It is evident that the longer install- 
ment sales payments have to run, the 
longer they will depress the system when 
the decline starts. Therefore, it seems 
wise to attempt to put some sort of 
limitation upon installment terms. The 
larger the down payment and the quicker 
the debt is liquidated, the smaller will 
be this depressive influence. If this is all 
true, there would be a gain if credit 
companies could be induced to insist on 
somewhat larger initial payments and if 
debts could be spread over a shorter 
period.” 
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CONSUMER CREDIT COSTS: WHAT ARE THEY 
AND WHO PAYS THEM 


OTTO C. LORENZ 
Management Engineer, New York City 


ucH of the stigma surrounding in- 
M stalment finance transactions was 
due to the public reaction to such ques- 
tions as “So you financed your car 
through a finance company? Paying 12% 
for your money, eh?” Mentally the pub- 
lic compared such rates with the 6% 
rates charged by commercial banks, not 
realizing that services rendered by in- 
stalment finance companies and _ in- 
dustrial loan institutions were far more 
complex,—and hence more expensive,— 
than those rendered by commercial 
banks. 

Today that stigma has been removed 
to large extent. The public has learned 
that the bank also charges about 12% 
when it tries to do the job done by the 
finance company. 

While we are on this subject, may I 
suggest that whenever you make com- 
parisons based on interest rates you also 
define the procedure by which you have 
calculated the rate. My reason for mak- 
ing this suggestion is this: 


I have before me an instalment contract 
calling for 12 equal monthly payments of 
$100 each. The finance charge is $120 mak- 
ing the net amount advanced, or principal 
$1080. The total amount of the obligation is 
$1200. 

Now Mr. Consumer Public probably cal- 
culates that the money is costing him some- 
thing over 11%. That is a “flat” rate so- 
called. When the rate per cent is expressed 
as a function of time as well as amount 
there are three currently used expressions 
for this relation: 

The “constant ratio” yield on this con- 
tract is 20.513% per annum, the “‘actuarial” 
yield 19.912% per annum and the “direct 


ratio” yield differs from each of these rates. 
If you fail to define the 19.912% as an 
“actuarial” yield I might try to figure the 
finance charge on a “constant ratio” basis 
and so obtain a figure totally other than 
$120. 

May I ask you therefore to avoid the use 
of such terms as “true interest rates,” 
“effective interest rates,” or merely “inter- 
est rates” which are meaningless to the tech- 
nician. May I suggest that you employ 
terminology which accurately defines pro- 
cedures which are of vital importance in 
advanced discussions of consumer credit 
costs. 


As for Mr. Consumer Public although 
he cannot join us in advanced discussions 
he, too, is interested in what consumer 
credit costs. Since he has learned that 
bank charges for this service are more or 
less on a par with finance company 
charges, he is doubly curious as to why 
these services should be so much more 
expensive. And it is my opinion that, if 
we can tell him in so many dollars and 
cents what those services cost to render, 
then we have gone a great way towards 
removing all of the stigma attached to 
the business. 

A knowledge of costs is becoming in- 
creasingly important. Last Spring I told 
members of the National Retail Dry 
Goods Association that we stood on the 
threshold of the greatest upswing in con- 
sumer credit business this nation had 
ever known. Today, as you listen to 
these discussions on the Consumer 
Credit problem, let me inform you that 
we have crossed the threshold and are in 
the beginning of that upswing. 

What are Consumer Credit Costs? 
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What are the expenses which a finance 
company, a personal loan institution, a 
bank or a merchant must incur when ex- 
tending credit to the consumer? Which 
expenses are the result of functional 
activity common to all consumer credit 
operations? And finally,—the objective 
to which these questions lead,—how can 
the consumer himself best be served at 
the present time? What can be done in 
an intelligent, practical way to bring the 
costs of credit to the consumer down? 

Lest there be any doubt as to the im- 
portance of these questions it may be 
emphasized at this point that the whole 
credit finance structure is imperilled by 
two things: Ove: Ignorance on the part 
of operators of their true cost of extend- 
ing consumer credit; ¢wo: Ignorance on 
the part of the consumer public of the 
true cost of having this credit extended 
to them. 

The ignorance of operators has al- 
ready resulted in ruinous competition 
here and there throughout the nation. 
The ignorance of consumers has made it 
possible to create a feeling that a// 
charges for consumer credit are too high, 
—a feeling which has expressed itself in 
legislative efforts to set a ceiling above 
which rates and carrying charges may 
not rise. Further legislation may press 
the ceiling down to a point where no 
one can operate profitably,—thereby 
bringing to a dismal end a vitally impor- 
tant service to the consumer. 

Whether or not we hold that such an 
end is undesirable, certainly it is in the 
interests of all concerned that operators 
be taught the true cost of extending 
credit and that the public itself be in- 
formed of that true cost in language it 
can understand. 





ACQUISITION AND COLLECTION Costs 


To begin with, then, there are two 
functional activities which are common 


to al] consumer credit operations. They 
are: First: the functional activity which 
puts the credit on the books of the com- 
pany,—whether it be a finance company, 
a bank or a department store; Second: 
the functional activity engaged in col- 
lecting that credit. The first function 
may be defined as “Acquisition,’—the 
second as “Collection.”’ No credit opera- 
tion is possible which does not involve 
both of these functions to greater or less 
extent. 

Now it is true that the “Acquisition 
Costs” of a finance company may be 
markedly higher than those of a depart- 
ment store, for example. The finance 
company must solicit business by means 
of advertising, salesmen, and other de- 
vices. The credit unit of a department 
store, in contrast, finds its credit business 
literally dropped into its lap. 

But in either case there are certain 
“Acquisition Costs’ which are common 
to both. For example, there are the sala- 
ries of the credit checkers and au- 
thorizers, the cost of credit information 
services, and the cost of printing and 
stationery which form a part of credit 
clearance. There are the salaries of book- 
keepers and of filing clerks whose job it 
is to enter the credit transactions on the 
books and to collate the records after 
entry has been made. 

Over and above such common basic 
costs, the finance company must pay for 
many things in its efforts to obtain busi- 
ness. Advertising, salesmen and other 
such items have already been mentioned. 
The wholesale or floor-plan financing ac- 
tivities of certain automobile finance 
companies are in effect nothing but sales 
or “‘Acquisition” activities to secure a 
volume of the highly desired and more 
profitable retail automobile paper. It is 
known that such wholesale or floor plan 
financing in some instances is under- 
taken at a loss in order to obtain the 
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retail paper. Such losses would, of course, 
increase the “‘Acquisition Cost” of the 
retail paper. 

Department stores, on the other hand, 
may regard the entire credit unit as a 
mere instrument to sell more goods. Like 
advertising costs, they may feel that the 
cost of running a credit department is 
simply another merchandising cost and 
so be little interested in a functional 
analysis of the expense of operating a 
credit unit. Such superficial treatment of 
credit operating costs is, however, highly 
dangerous as will presently be shown. 

As to “Collection Costs,” the name 
itself defines the function and such ex- 
penses as the salaries of cashiers, book- 
keepers, tellers, and collectors obviously 
belong to this caption. Postage, tele- 
phone, office supplies and legal expense 
for the most part also fall into Collection 
Expense. 


Per IreEM AND PER DoLiaR EXPENSE 


Now, in general, Acquisition Costs 
and Collection Costs can be traced back 
to a unit transaction. That is to say they 
can be stated as the “‘Acquisition Cost 
Per Deal” and the “Collection Cost Per 
Instalment.”” As such they come into 
an expense classification which is termed 
the “PER ITEM” expense. 

Obviously, whether Mrs. Smith buys 
a twenty dollar bracelet or an eight 
hundred dollar fur coat, the credit in- 
vestigators will draw the same credit 
report, the authorizers will go through 
the same steps and the bookkeepers and 
filing clerks will go through practically 
the same motions. The same forms will 
be used and so most, if not all, of the 
activities surrounding the function of 
Acquisition come under the head of PER 
ITEM expense. 

Collection Expense, too, is for the 
most part a PER ITEM expense for it 
costs no more to send out a notice calling 


for a ten dollar payment than one calling 
for $100.00. The salaries of cashiers, 
bookkeepers and tellers and other items 
such as postage, telephone and office 
supplies can be traced down to unit or 
PER ITEM expenses. 

But there are certain other expenses 
which thread their way throughout the 
business of extending credit to the con- 
sumer which are not PER ITEM ex- 
penses at all. Take the cost of the money 
which a finance company borrows from 
its bankers for example. Such borrowed 
money is paid for on a “Per Dollar” 
basis. If the finance company borrows 
$1,000 to support one $1,000 deal or ten 
$100 deals the interest which is paid to 
the bank for the use of that $1,000 re- 
mains the same. 

In the consumer credit business, more 
than in any other business perhaps, it is 
vitally important to discover which are 
the “Per Item Expenses” and which the 
“Per Dollar Expense” because one of 
these expense groups takes a larger bite 
out of the carrying charge than the 
other. Many expense items are some- 
what indeterminate in character and 
should be considered so until careful 
analysis establishes the group to which 
they belong. Having classified the ex- 
penses, limiting values for the variables 
are then determined mathematically. 


THREE ImporTANT Cost CONTROLS 


From the foregoing brief discussion 
certain important factors begin to 
emerge. First of all, in order to find out 
how much it costs to run a consumer 
credit operation, one begins to realize 
that it is quite necessary to know how 
many of what kind of credits are being 
extended,—necessary because we have 
just seen that there are two kinds of ex- 
penses involved: PER ITEM and PER 
DOLLAR. 


An example will serve to make this 
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point clear. A highly efficiently operated 
credit unit which we recently surveyed 
in a department store here in the East 
charges the consumer 3 of 1% per month 
on the original unpaid balance. If 
Mr. Consumer buys $20 of merchandise 
and agrees to pay for it at the rate of 
$5 a month, he pays the store 40 cents 
for the privilege. 

In our survey we found that—for this 
store,—the “‘Acquisition Cost Per Deal” 
after taking into consideration the life 
of the account was 47 cents. The “Col- 
lection Cost Per Instalment’”’ was found 
to be about 10 cents. Therefore, it costs 
this store 87 cents to enter and collect 
any 4 month deal on its books. Every 
single $20 four month deal this store 
writes lacks 47 cents of having the carry- 
ing charge cover the Acquisition Cost 
Per Deal and the Collection Costs Per 
Instalment. 

But now take a $300 deal payable in 
18 months. Here the carrying charge is 
$27,—-far more than necessary to cover 
the Acquisition Cost of 47 cents for the 
deal and the Collection Cost of $1.80 for 
the 18 instalments. In fact if the store 
had to pay a constant ratio 3% per 
annum for money there would still be a 
nice margin of profit left in the carrying 
charge for the deal. With money at 3% 
per annum constant ratio this PER 
DOLLAR expense would amount to 
$7.13 and, in fact, money could go to 
almost a constant ratio 7} per cent per 
annum on this deal before it became un- 
profitable as far as the carrying charge is 
concerned. 

Obviously, then, volume must beclassi- 
fied because it furnishes the base for cal- 
culations which must be made to answer 
questions such as: 


Are carrying charges high enough to afford 
the operator in consumer credit any profit? 

Or can the charges be reduced? 

How much business in profitable deals must 


be created to cover deficits which arise 
from deals where the carrying charges are 
too low? 


Let me cite you an example of what 
the absence of the volume control can do 
to an operator’s earnings statement: 

In a midwestern department store a 
drop in credit volume of 5% was noted 
on comparing 1938 figures with those of 
1937. But carrying charges had slid 
20%. And operating expenses were up 
over the previous year. 

What had happened here? 

There had been a failure to recognize 
the fact that the volume mix was trend- 
ing away from profitable high balance, 
long term deals into unprofitable low 
balance, short term deals. Had a volume 
control been available this trend would 
have been recognized qualitatively and 
quantitatively in ample time to make 
intelligent use of the second and third 
cost controls;—the Acquisition Cost Per 
Deal and the Collection Cost Per Instal- 
ment,—in a readjustment of policies. 

These then are the fundamental cost 
controls: One: A classification of volume 
at frequent intervals showing by number 
maturity and amount the character of 
the credit business transacted; two: De- 
termination of the Acquisition Cost Per 
Deal at frequent intervals; three: De- 
termination of the Collection Cost Per 
Instalment at frequent intervals. 


EARNINGS, STATEMENT AND BALANCE 
SHEET COMPARISONS 


These controls may seem foreign and 
strange at first sight. The allocation of 
expense items to Acquisition or Col- 
lection Costs is, undoubtedly, destined 
to be a highly controversial matter. Yet 
these controls have the merit of being 
functionally explicit and are certainly 
destined to be more informative than 
other guides in use today. 

Take, for example, the published 
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earnings statements and balance sheets 
of our various instalment finance com- 
panies, personal and industrial loan in- 
stitutions, banks and merchandise out- 
lets. These are the records to which we 
naturally turn for some conception of 
the extent and character of the cost 
of doing a consumer credit business. 
Bankers, in their plunge into the per- 
sonal loan business during the last eight- 
een months, have been prone to use vari- 
ous income and expense ratios based on 
consolidated reports of various state 
banking authorities in budgeting their 
own operations. Yet such a procedure is 
subject to grave error, as I shall proceed 
to show you. 


FInANCE ComMpaANY OPERATING RatTIOs 


Take the reports published by finance 
companies, for example. Differences in 
accounting procedures as well as in the 
character of the volume of business make 
a comparison of income and operating 
expense figures difficult and of highly 
problematical value as bases for budgets. 

For reasons which my discussion of 
collection costs must have suggested to 
you, it is considered good accounting 
practise to distribute the carrying or 
finance charge on an instalment deal 
over the life of that deal—in other 
words, to set up this charge in what is 
called a Deferred Income Account. As 
the instalments of the deal come due and 
are paid, a portion of the charge is with- 
drawn from the Deferred Income Ac- 
count and credited to the Earned Income 
Account. The procedure is repeated from 
instalment to instalment until the entire 
carrying or finance charge has been con- 
verted into Earned Income. 

Now, one of our leading finance com- 
panies takes 40% into earned income on 
the day it enters a deal on its books— 
sometimes 30 days before the first instal- 
ment is due! Another takes 333% and 


TABLE I 
(8 Leading Finance Companies) 
(a) Ratio of Funded Debt and Notes Receivable to 
Capital and Surplus; 
(b) Percentage of Net Income in terms of Capital 
and Surplus. 


1938 1937 1936 1935 
@) (b) = (a) ®) (a) (b) (a) (db) 





1.6 13.0% 2.§ 18.7% 2.0 20.3% 2.0 21.9% 
a co &.4 9.8 4.§ 13.6 2.23 10.1 
3.9 13.6 3.7 21.9 2.8 89.2 3. 25.0 
5.6 12.2 3.4 17.1 2.8 18.0 2.4 23.4 
oe £6 3:3 0 3.8 21,5 - - 
3-0 13.6 6.8 23.8 4.9 21.0 3.6 21.0 
5.8 86.0 8.7 86.9 6.8 84.4 1.9 11.3 
0.9 7.2 %&I1.9 14.8 - * - as 


still another takes only 25%. Various 
procedures of crediting earned income 
after this initial step are then followed. 
Some finance companies employ the 
“constant ratio” method; others the 
“direct ratio” method and there are 
others who employ a variation of both. 
Not only do these procedures vary from 
company to company but they have 
been changed and modified within the 
companies themselves during the past 
several years. 

Any comparisons of these companies 
based on earned income are therefore 
clearly of problematical value and highly 
unsatisfactory as bases for budgets. 
Nevertheless, for what the figures are 
worth, I can tell you that Operating 
Expenses expressed as a fraction of 
Earned Income have steadily risen since 
1935 and lie between 40% and 60% of 
Earned Income. A tabulation follows. 


TABLE II 


(8 Leading Finance Companies) 
Operating Expenses, Percentage of Earned 


Income 

1938 1937 1936 1935 
36% 35% 35% 38% 
si 58 42 48 
48 4! 42 48 
42" 36" 32" 32" 
61 35 35 41 
50° 49° 50” 56° 
49 48 48 51 
61> 43° 56° 54° 


*—Farned Income is stated after Provision for Losses. 
b—Operating Expenses include Provision for Losses. 
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Interest paid by finance companies 
for the use of bank money has also shown 
a steady increase since 1935 and lies 
between 8% and 16% of earned income. 


TABLE III 


(7 Leading Finance Companies) 
Interest Charges, Percentage of Earned Income 


1938 1937 1936 1935 
9-1% 9-5% 5-7% 6.0% 
11.7 ~- 10.0 II.1 
73.7 23.2 7.4 7.8 
II.1 12.1 7.8 + 
14.4 14.1 11.5 = 
16.5 ox.3 '%.3 8.8 
7.9 2.4 10.0 9-4 


Net Earned Income—a resultant of 
Earned Income after all expenses and 
taxes—has moved steadily downward 
since 1935 and lies between 20% and 6% 
in terms of capital and surplus. 


Banks, PERSONAL AND INDUSTRIAL 
Loan ComMPANIES 


Operating cost ratios derived from 
earnings statements of banks, personal 
and industrial loan companies are sub- 
ject to the same criticisms just made of 
the finance company statements. 

As a matter of fact, many banks which 
have recently entered the personal loan 
field are guilty of dangerous and mislead- 
ing practices which can only lead to 
trouble. 

I know of one bank, for example, 
which takes all of its interest charge on 
personal loans into Earned Income on 
the day it writes the loan. Stop and 
think what can happen here: Let us say 
that the Loan department shows an 
Earned Income of $1,000 for the month. 
Suppose expenses for the month run 
$1,000 too. Are the directors going to 
pat themselves on the back and con- 
gratulate themselves that they’ve broken 
even for the month? If they do, they 
culpably ignore the fact that the loans 
they have written into their portfolio for 


the month must be collected, and that it 
costs money to collect them. And they have 
no Deferred Income Account upon which 
to draw for that money. Where is that 
expense money going to come from when 
they’ve already spent all their income 
putting these deals on their books? 


DEPARTMENT STORES, DisTRIBUTORS 
AND DEALERS 


Among department store owners, 
dealers and distributors, the ignorance 
of true costs and the behavior of deferred 
payment sales is even greater. 

Not only in many instances is no pro- 
vision made out of carrying charges for 
the expense of collecting outstanding 
receivables, but no attempt is made even 
to segregate the receivables and any esti- 
mates of the cost of doing a consumer 
credit business are likely to be wholly 
illusory. 


Neep For Accurate, Userut Cost 
ConTrROLs WHICH THE PUBLIC 
Can UNDERSTAND 


There is another objection to the use 
of operating expense ratios such as those 
which have just been described. To say 
that operating expenses are 40% of 
earned income may have some meaning 
for the technician but to the consumer 
public it conveys nothing at all. On the 
other hand, tell the consumer that it 
costs 47 cents to put his credit purchase 
on the books and 40 cents more to col- 
lect from him—then you are talking a 
language he can understand. If he has 
confidence in you, he’ll begin to think 
in practical terms. He’ll begin to wonder, 
for example, whether his bank is really 
making money when it advertises a low 
rate for personal loans. And if he has a 
suspicion that the rate is too low to cover 
expenses, he’s going to do something 
about correcting that condition—and 
he will subject any rate legislation to 
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pretty careful scrutiny in the light of 
actual experience. 


Wuo Pays ror CONSUMER CREDIT 
Costs? 


We have come around at last to the 
point where the consumer asks himself: 
Who pays for these credit costs? 

When the consumer realizes that the 
carrying charge on his $300 eighteen 
month purchase helps to make up the 
shortage of carrying low-balance short 
term deals—how long will he be satisfied 
with such a state of affairs? 

Or—put it the other way around— 
isn’t the consumer who enjoys a free 
credit ride at some one’s expense perhaps 
a little concerned that such a sinecure 
may not last forever? 

For it is the intent of industry, busi- 
ness and social economics to extend the 
benefits of our industrial efforts to the 
lowest income bracket that can be 
reached with safety. Subject to criticism 
as such an intent may be from some 
points of view, it nevertheless has the 
certain merit of raising the standard of 
living while providing, temporarily at 
least, more work for the nation as a 
whole. 

How can this farthest marginal market 
be reached? One solution surely is credit. 
Perhaps credit may become the most im- 
portant single instrument for reaching 
that market. And as the marginal mar- 
ket limit is reached we will find our down 
payments disappearing and our monthly 
payments growing smaller and smaller. 

That means that our Collection Costs 
per Instalment become a very important 
consideration in our credit engineering. 
And woe to the merchant, the banker or 
the finance company executive who fails 
to appreciate the extent and serious 
character of the problem. He stands to 
fall by his ignorance of fundamental 
credit cost principles. 


PRIMARY AND By-Propuct CREDIT 
OPERATIONS 


This cost of extending credit to the 
consumer is in some degree influenced 
by the character of the credit operation. 

If, as in the case of a finance company, 
bank, or personal loan institution, the 
operation must be self-sustaining or 
profitable in itself then we encounter one 
set of operating principles. 

If, on the other hand, the operation of 
extending credit becomes a by-product, 
as in the case of department stores where 
credit is merely a tool to help increase 
the volume of merchandise sales, then 
we encounter an entirely different point 
of view which may lead to quite a dif- 
ferent set of principles. 

Take, for example, the purchase of a 
washing machine. Suppose that the con- 
sumer needs $100 to complete her pur- 
chase of the machine. Where can she 
obtain credit facilities? 

She can use the facilities of a finance 
company. The finance charge for carry- 
ing the deal through 12 equal monthly 
payments is currently $11.48. 

Or she can go to the personal loan de- 
partment of a bank. If she is successful 
in having her loan application approved 
her $100 may cost her anywhere from 
$3 to $8 in interest charges and perhaps 
two or three dollars more for bank serv- 
ice charges ostensibly for credit investi- 
gation, recording and other purposes. 

Finally she may be able to use the 
merchant’s own credit facilities in which 
case her $100 will cost her $6 more or 
less. 

Now here we have quite a range of 
credit costs from the consumer’s point 
of view. All the way from $3 up to $11.48 
for the same amount of money to be re- 
paid in the same way. Why the dif- 
ferences? ined 

The variation in bank quotations can 
be ascribed in large measure to the 
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banker’s own ignorance in figuring costs. 
If the banker were to subject his per- 
sonal loan operations to a careful cost 
analysis he might find that the finance 
company figure of $11.48 is not so far 
away from what he ought to get himself, 
assuming that he performs the same 
services for the dealer and the consumer 
as are performed by the finance com- 


pany. 
FINANCE CompPANy vs. BANKER 


The finance company’s $11.48 must 
cover the expense of picking up the re- 
tail paper which the dealer sends in, 
subjecting it to credit examination and 
authorization, and remitting within 24 
hours to the dealer for such deals as the 
finance company purchases. It must be 
prepared to floor plan the dealer’s stock 
—a facility which sometimes is carried 
out at a loss to the finance company as 
has been mentioned. It must arrange 
for insurance coverage, it must classify 
the paper into recourse and nonrecourse, 
it must determine dealer reserves, it 
must effect repossessions and liquidate 
the same and it must content itself in 
some territories with second, third and 
fourth grade credit risks because the 
banker is winning away all of the best 
grade paper with his $3 rate. 

And what does the banker do with his 
$3 rate? He examines the loan applica- 
tion, satisfies himself of the borrower’s 
ability and willingness to pay, authorizes 
the loan then and there or suggests the 
applicant furnish additional security in 
the nature of co-makers or guarantors. 
While title retention instruments are 
employed the banker relies upon his 
judgment of the individual’s credit 
worthiness for repayment, rather than 
upon any equity which may be available 
in the merchandise should repossession 
prove necessary. Where such low rates 
pertain floor plan facilities may not be 


available to the dealer and the dealer’s 
business activity may be further ham- 
pered because of the banker’s unwilling- 
ness to take poor credit risks at the low 
rate. 

A vast and almost virgin field for 
study lies before you in this connection. 
Perhaps the finance company’s rate of 
$11.48 is too high for the services it 
renders. Perhaps the banker’s $3 rate is 
indeed adequate for his purposes but, 
by offering the restricted facilities which 
such a low rate necessarily connotates, 
the banker may be doing a very real 
harm to the welfare of his community as 
a whole. For, by denying floor plan 
facilities to dealers while skimming the 
cream of the retail paper out of the 
market, he may force the finance com- 
pany into a withdrawal of its facilities 
from the dealer and so greatly reduce 
the dealer’s potential volume of business. 
These are matters which require study, 
analysis and research. Of basic impor- 
tance in such study, analysis and re- 
search is the determination of the true 
costs of extending these various credit 
services. 


CasH Buyers, Crepit Costs 
AND THE MERCHANT 


In retail merchandising there is the 
interesting problem of how much of this 
credit cost is carried by the Cash Buyer. 
Would the Cash Buyer be able to buy 
more cheaply if the store did a cash 
business only? 

One opinion arrives at the startling 
conclusion that it costs more to do a 
cash business than it does to do a credit 
business. The time and expensive ap- 
paratus required to account for cash 
transactions, the making of change and 
the bonding of employees handling cash 
as against the absence of such details in 
credit sales may lend some plausibility 
to such an opinion. Cost analysis along 
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these lines would certainly be illuminat- 
ing and might be profitable. However, 
the closest we have yet been able to come 
to an answer was a recently completed 
published functional study which led us 
to believe that such operations as Macy’s 
Deposit Account business are less ex- 
pensive to run than 30 day open credits 
and that deferred payment sales expense 
increases with the number of instal- 
ments. 

Whether the cash buyer is penalized 
by the credit customer or the other way 
around is an open question. There is, 
however, a marked upward trend in the 
number of retail merchants who are 
making the customer pay for credit 
accommodation. The trend may be the 
result of an instinctive desire for self- 
preservation. In any case, if the trend 
continues, we may soon find credit de- 
partments paying their own way. 

The merchant who regards the credit 
business merely as an instrument to 
create volume must be especially alert 
in the matter of determining costs. 

If the cost of running a credit unit in 
a department store were merely a matter 
of totting up all the expenses for the 
year, subtracting them from all the 
carrying charges for the year and saying 
that the difference is either the amount 
the tool costs to run or the amount of 
profit it has made all by itself, then life 
would indeed be very simple and grand. 

Unfortunately, a consumer credit 
operation won’t permit the merchant 
to do anything of the kind. Here is a 
store that says it has earned $100,000 
worth of carrying charges on a volume 
of two and three quarter millions. Its 
direct expenses before costs of money 
are approximately $70,000. That seems 
to leave a net profit in the department of 
$30,000 for the year. 

But there are also a million dollars 
worth of receivables outstanding at the 


end of the year. Is that $30,000 going to 
cover the cost of collecting the million? 
Has any reserve been set up to take care 
of these inevitable expenses? 

There is considerable merit to the 
point of view which regards a merchant’s 
credit department as a mere tool for 
creating more business. And it is per- 
missible, from such a point of view, to 
let the credit department run at an 
actual loss provided the credit facilities 
do sufficiently increase the volume of 
business. The mathematical determina- 
tion of that loss limit is not my concern 
at this time. 

But I am concerned that you realize 
—in the interests of the consumer public 
as well as the credit operator—that the 
expense or profit of running a credit de- 
partment cannot be discovered by 
simply adding up all the carrying charges 
for the year and deducting all the ex- 
penses for the year. 


THE FUNDAMENTAL Cost ConTROLS 


So we have learned what consumer 
credit costs are: 

In the interests of the public as well 
as the operators bear in mind the three 
fundamental controls which determine 
costs—whether the operation be con- 
ducted by a finance company, a personal 
loan institution, a bank or a merchant. 
One: the classification of volume by 
number and amount of deals, and by 
maturities; wo: the determination of the 
Acquisition Cost per Deal; three: the 
determination of the Collection Cost per 
Instalment. 

Do not forget that the expenses of 
running a credit operation have two 
characteristics: They are either per 
Item or per Dollar expenses which, in 
the long run, approach separate limits 
in terms of the carrying charge. 

And we have learned who pays these 
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costs as well as suggested means for im- 
proving the operator’s credit relations 
with the consumer. 

Bear in mind that we stand at the very 
threshold of the analytical work to be 
done on costs. Of first importance is the 
task of standardizing procedure both in 
the primary and in the by-product 
operations extending consumer credit. 
Having standardized the procedures for 
the various operations we may then pro- 
ceed to further refinements. Time and 
motion studies should be undertaken 
to establish norms of performance for 
each step in each procedure. Variation 
of credit terms can be undertaken along 


the lines suggested by Dr. Rolf Nugent 
in his monumental study “Consumer 
Credit and Economic Stability—” and 
undertaken with safety and a fore- 
knowledge of end results. Finally all this 
work should carry the delivery of credit 
facilities to the farthest marginal mar- 
kets on terms that are sound and bene- 
ficial to the public as a whole. 

Let us lay the results of our work be- 
fore the people in language so simple and 
clear that there can be no misunder- 
standing. Thus we shall remove the 
threat of calamitous legislation—help 
the public to an appreciation of its own 
concern in our problem. 











INFLUENCE OF RETAIL CREDIT UPON THE 
CONTINUITY OF DEMAND 


MALCOLM L. MERRIAM 


Chief, Credit Analysis Unit, Marketing Research Division, 
Bureau of Foreign and Domestic Commerce 


XAMINATION of the flow of goods 
from retailer to consumer, as ex- 
pressed in the volume of retail sales, 
discloses the fact that there are seasonal 
periods in which a rise or decline of de- 
mand for particular kinds of goods may 
be anticipated with regularity. Underly- 
ing the seasonal movements which have 
a relatively constant pattern within each 
year, we find unpredictable cyclical 
changes reflected in the expansion and 
contraction of the rate of flow of goods 
from retailer to consumer over a period 
of years. Cyclical changes produce varia- 
tions in the levels at which seasonal fluc- 
tuations take place and may also influ- 
ence the magnitude of the seasonals. 
Cyclical movements may be influenced 
to some minor extent by actual changes 
in the intensity of consumer demand 
for different types of goods. It is evident, 
however, that the major element in cy- 
clical fluctuations of retail trade is the 
changing capacity of consumers to trans- 
late their desires into effective demand 
because of instability in the basic factor 
of income which constitutes purchasing 
power. 

The immediate problem is to deter- 
mine what influence credit selling may 
exert either to exaggerate or to smooth 
out the normal seasonal pattern of ef- 
fective demand (a pattern which is not 
exclusively determined by corresponding 
seasonal changes in consumer income) 
and whether credit selling accentuates 
or tends to stabilize cyclical fluctuations 
of effective demand fluctuations (in 
which shrinkage and expansion of con- 


sumer income may be considered pri- 
mary factors). 

The standard of living of the highest 
income group of consumers if applied to 
the entire group of consumers would 
give a rough indication of potential de- 
mand for all of the kinds of goods and 
services available at any time. If con- 
sumption in our economic system were 
dictated only by ability to consume, the 
trend of retail sales from year to year 
would approximate a curve correspond- 
ing to the secular growth of population, 
with some net adjustment resulting from 
the counterbalancing of price reductions, 
arising from technological advances, 
against the constant introduction of new 
products which increase per capita sales. 
Actually, the trend of retail sales is the 
reflection not of potential demand, but 
of effective demand which is a variable 
based largely upon the ebb and flow of 
consumer income. 

Between potential consumer demand 
and effective consumer demand there is 
always a wide gap which contracts and 
expands with cyclical movements. This 
gap represents the unsatisfied desires of 
consumers for merchandise. It is desire 
rather than demand, for, as is implied 
by the term desire, the major immedi- 
ate problem is not a question of the 
actual or potential supply of goods. 
These desires range from partially un- 
satisfied needs for even the necessities 
of living at the lowest levels of income, 
through varying degrees up to the higher 
income levels at which a relatively small 
group of consumers may have all of the 
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things that they need, but conceivably 
may not have all of the luxury or super- 
luxury goods which they want. 

Although we may attribute a certain 

continuity or stability to potential con- 
sumer demand, effective consumer de- 
mand is highly unstable. We would 
expect to find the highest degree of in- 
stability in effective demand at the 
lowest levels of income where there is no 
cushion of savings to absorb the shock 
of curtailed earnings. In periods when 
employment and wage rat¢s are rising, 
we would also expect to find those who 
live up to the limits of their income con- 
tributing substantially to an increase in 
the aggregate effective demand for mer- 
chandise. We can also state with as- 
surance that the widest gap between 
potential and effective consumer demand 
exists at the lowest levels of income. 

To facilitate our analysis, a number of 

broad generalizations may be estab- 
lished with reference to the nature of 
consumer demand and the factor of its 
continuity. 

(1) Potential consumer demand is a 
theoretical concept representing what 
would be consumed if no limitations 
were placed on consumption except 
ability to use various kinds of mer- 
chandise. 

(2) Effective consumer demand, measured 
by the trend of retail sales, reflects the 
real limitations imposed on consump- 
tion by the fact that ability to con- 
sume is not the governing factor in 
the existing system where expendi- 
tures for consumption are largely 
determined by what is received as 
income, including anticipated income. 

(3) From the fact that annual retail sales 
show wide fluctuations, it is evident 
that there is no continuity, in the 
sense that continuity represents sta- 
bility, in aggregate effective consumer 
demand even though this concept may 
exist theoretically with reference to 
potential consumer demand. 


(4) In an analysis of effective consumer 
demand, it is necessary to take into 
consideration not only the fact that 
there are relatively wide fluctuations 
in aggregate consumer income, but 
that individuals share unequally in 
the distribution of this income. Con- 
sequently, between effective demand 
and potential demand there are gaps 
of varying width expressing the mag- 
nitude of unfulfilled needs or desires 
of consumers in each income class. 

(5) As all individuals require certain basic 
essentials in food and clothing, we 
may assume that the gap between 
potential and effective demand tapers 
off from the lowest income group 
where it represents an unsatisfied de- 
sire for some essentials, and practi- 
cally all luxury goods and capital goods 
which require a substantial outlay 
from accumulated savings, to the 
upper bracket income groups where 
the diminishing gap between potential 
and effective demand is largely a 
question of luxury and superluxury 
goods. 


As indicated in these generalizations, 
there are not only different classes of 
consumers, distinguished by the degree 
to which they can achieve their full 
potentiality for consumption, but there 
are also different types of merchandise 
which bear a fairly definite relation to 
the unsatisfied desires of each particular 
group of consumers. To determine the 
influence of retail 7% selling upon con- 
sumer demand, is necessary, as a 
second step, to ilies the broad char- 
acteristics of the supply side of the 
equation or, in other words, the general 
characteristics of retailing itself. 

One of the most evident characteris- 
tics is the degree of specialization of re- 
tail outlets according to type of mer- 
chandise. It should be noted, however, 
that the shopping center of a modern 
city, as a unit, represents no more than 
the effect of urbanization upon the 
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primitive trading post or the old- 
fashioned country general store. The 
wide selection of merchandise which was 
formerly carried in one store is now 
spread out in separate independently 
operated establishments. Furthermore, 
there are usually many establishments 
selling almost identical merchandise. 
Competition results from this situation 
and retailers have implemented their 
competitive efforts with many tools, one 
of which is credit. 

In the old cross-roads general store all 
types of consumers, with small or large 
incomes, bought their merchandise with- 
out being subjected to the heavy sel- 
ling pressure found when there are a 
great number of competing specialized 
merchants. With the change of the 
seasons there was variable demand for 
different kinds of products, but as a 
group of consumers made the bulk of 
their purchases in one store which had 
a virtual monopoly, seasonality was not 
a disturbing factor to the proprietor ex- 
cept that it required the preparation of 
stocks in anticipation of fairly definite 
needs. 

However, at a time when more than 
gO per cent of our population lived in 
rural areas, incomes of consumers de- 
pendent upon the sale of agricultural 
commodities tended to be highly sea- 
sonal. Consequently, one of the earliest 
extensive uses of retail credit appears to 
have been not as a competitive tool, but 
as a means of bridging the gap between 
current necessity and future ability to 
pay, when the consumer could realize 
upon his individual production. In other 
words, credit in the agricultural system, 
characterized by the country general 
store, was used to establish the con- 
tinuity of effective consumer demand, 
adjusting the seasonal irregularity of in- 
come to a different seasonal pattern of 
human needs. Furthermore, when capi- 


tal was available for the purpose, open- 
book credit carried consumers through 
periods of crop failure, and thus was a 
factor in the stabilization of cycli- 
cal fluctuations resulting from natural 
causes. For the retailer this sometimes 
meant throwing good money after bad, 
but it was a practical necessity in order 
to work out accounts accumulated in the 
normal course of business. 

Proceeding to the early stages in the 
development of the modern structure of 
specialized urban retailing, we find that 
this primitive relationship between con- 
sumer and retailer was gradually tending 
to be reversed. As industrial and busi- 
ness pursuits became primary sources of 
income, the seasonality of the flow of 
income tended to diminish. On the other 
hand, as retailers became more special- 
ized according to types of merchandise, 
the factor of seasonality in consumer de- 
mand for particular types of merchan- 
dise came to the forefront as a vital con- 
sideration of management. 

Apparently it took many years for 
retail credit to become firmly established 
as a prominent feature in a system of 
specialized competitive retailing, and 
there were, of course, wide differences in 
geographic transitions. Credit granted 
by general stores in rural areas was ex- 
tended indirectly against the security of 
crops and real property. Thus it was an 
accepted form of production credit. In- 
grained concepts of thrift, on the other 
hand, seem to have conflicted with the 
extension of credit for daily necessities to 
those favored with the more regular in- 
come characterizing urban occupations. 
At the same time, however, regularity of 
income was preparing a broader and 
more stable foundation for mass exten- 
sion of shorter term income-period 
financing. However long it required to 
release the powerful restraint of the 
thrift concept, which is an inherent char- 
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acteristic of periods of capital formation, 
it is evident that while the factor con- 
tinues as an irradicable human trait, it is 
no longer dominant. In the course of this 
development there have also been pro- 
found changes in the attitude of the re- 
tailer toward the consuming public. 

To the merchant of the country gen- 
eral store, the consumer was a distinct 
personality, and the bulk of the individ- 
ual consumer’s purchases of all kinds of 
goods were under the retailer’s direct 
control. The retailer knew approxi- 
mately what the individual consumer 
wanted, and when he probably would be 
called upon to have supplies available. 
Because of intimate contact, the retailer 
could also measure particular needs 
against total effective demand as a func- 
tion of the individual’s income. When 
the general store in a relatively compact 
community subdivided into a group of 
more or less specialized establishments 
dealing in dry goods, groceries, hard- 
ware, farm implements, etc., this in- 
timacy of contact between retailer and 
consumer probably was not lost in the 
initial stage. Also, the basis of the com- 
munity was still primarily agriculture, 
and, because of the seasonal factor in 
consumer income, we may assume that 
the use of credit in this comparatively 
simple state of specialization continued 
to be largely for the accommodation of 
consumers in bridging the gap between 
current need and future ability to pay. 

With the growth of population not 
only was there a general increase in the 
degree of specialization of retailing by 
types of product, but the specialized 
units also subdivided. This introduced 
a strong element of competition between 
stores selling the same lines of merchan- 
dise. Furthermore, consumers came 
more and more to be measured as a flow 
of traffic in which the identity of the 
individual was submerged. We have also 


noted that because of the change in 
character of occupations, consumer in- 
come came to be influenced less by 
purely seasonal irregularity. In other 
words, when the urban consumer had 
no immediate income, there was no sound 
basis for a general extension of retail 
credit as there had been under the agri- 
cultural system. 

Without the widespread use of credit 
as an instrument to attract business in a 
system of keen competition, it is evident 
that individual retailers had to rely 
largely upon price inducements and 
various manifestations of salesmanship 
which served the purpose of convincing 
that one of many similar kinds of mer- 
chandise had superior quality at a favor- 
able price. These methods employed by 
specialized retailers were devised to 
attract some part of the aggregate 
effective demand represented by a large 
group of consumers in a trading area. 

Left to their own instincts, consumers 
would naturally purchase different types 
of merchandise according to seasonal 
needs. Consequently, it may be assumed 
that early efforts were made by the ade- 
quately stocked specialized retailer to 
maintain a flow of business in off-seasons 
by special attractions, particularly those 
featuring reduced prices. Where the in- 
fluence of agricultural conditions was 
still present, credit inducements may 
have been used also. To some extent, 
these off-season promotions gave greater 
continuity to retail trade by diverting a 
part of peak season business into other 
periods. Price reductions in off seasons, 
or in periods of general economic dis- 
tress, also served to raise the level of 
effective demand. 

It was within this framework of 
specialized competitive urban retailing, 
of which I have enormously oversimpli- 
fied transitional developments, that re- 
tail credit was ultimately to be featured. 
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But another element must be brought 
into the picture to demonstrate a prob- 
able focal point of the competitive credit 
system which spreads throughout retail- 
ing today. The specialization of retailing 
brought about a broad division between 
retail outlets according to kinds of mer- 
chandise handled. One group of stores 
sold what might be classified as necessi- 
ties, or consumption goods, such as food 
and clothing. Others handled luxury 
goods, such as jewelry, or consumers’ 
capital goods on the order of furniture, 
musical instruments, stoves, etc. We 
have also observed with reference to the 
nature of consumer demand that the 
vast unexploited market for capital and 
luxury goods would lie in the area repre- 
sented by the spread between effective 
demand and potential demand on the 
part of the great mass of consumers with 
medium and small incomes. 

To retailers selling furniture or pianos, 
for example, the increasing problems of 
competition were more complex than for 
the merchants competing in the sale of 
groceries or clothing. The furniture or 
piano dealer was not only in competition 
with others in the same trade, but he 
had to devise inducements sufficiently 
strong to cause consumers to divert some 
part of their total effective demand for 
goods away from other trades which, in 
the majority of cases, were already ab- 
sorbing practically all of that effective 
demand. Price reductions and superla- 
tives in advertising were not adequate 
to prevail upon the consumer with small 
or medium income to forego necessities 
in order to accumulate capital. 

The solution of the problem was de- 
ferred payment selling, which gave the 
buyer immediate possession and use 
while an equity accumulated gradually 
from setting aside relatively small por- 
tions of current income. Thus while the 
old-fashioned general store consumer 


credit was an instrument used to stabi- 
lize effective demand and protect the 
consumer from seasonal variations of 
income, the new type of deferred pay- 
ment selling in an urban setting went a 
step farther by helping to bridge the 
gap for the individual consumer between 
effective demand and potential demand 
for certain newer kinds of merchandise. 

The durable goods retailer, often with 
the indirect aid of wholesaler or manu- 
facturer, subsidized the consumer in 
these credit transactions by setting aside 
a part of his working capital to carry 
receivables. The operation of this “re- 
volving fund” of credit caused a decrease 
in the currently spendable incomes of 
those repaying installment obligations, 
but as repayments were made, these 
funds were again released to other dura- 
ble goods consumers in the local market. 
At the same time, however, industries 
manufacturing durable goods prospered 
while the demand for their products con- 
tinued. The new circulation of wage pay- 
ments and salaries from those industries 
unquestionably resulted in a net increase 
in aggregate effective consumer demand. 

The incidence of this net addition to 
aggregate effective demand provides a 
partial explanation for the tremendous 
spread of retail credit selling as we ob- 
serve it today. From the standpoint of 
a particular locality, deferred payment 
selling of durable goods gave little or no 
increase to the total of effective con- 
sumer demand. It operated largely as a 
device to divert some part of effective 
demand from one sector of retail trade to 
another. The big gains in effective de- 
mand occurred in localities where ma- 
terials going into the goods sold on de- 
ferred payment were being manufac- 
tured or processed. This problem for the 
retailer became greatly accentuated with 
the introduction of many new products 
adapted to deferred payment selling, 
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such as the automobile and, in later 
years, a large number of household ap- 
pliances. 

How retailers in a system of ever in- 
creasing urban competition reacted to 
this situation may be observed in the 
trend of retail advertising. An examina- 
tion of the newspaper of fifty years ago 
discloses that the art of retail advertising 
in that medium was then in its infancy. 
Furthermore, there was virtually no 
credit advertising except for limited ref- 
erences to deferred payment offers on 
furniture, pianos, sewing machines, and 
stoves. 

A good many stores at that time prob- 
ably accommodated the high-class trade, 
where it had little effect on actual de- 
mand, with the privilege of open-book 
credit. Although this seems to have been 
primarily a special convenience for a 
favored group, and not an advertised 
feature, it is probable that the wage- 
earning class was also financed to some 
extent between pay days. As time went 
on, however, the deferred payment 
credit advertisements became more bla- 
tant, and were observed to spread ex- 
tensively into the clothing and jewelry 
field. Exemplifying the trend, a store 
which in 1885 advertised only under the 
conservative name of the owner, John 
Doe, at about the turn of the century 
changed its name to “John Doe’s 
Mammoth Credit House.” 

With an increasing number of retail 
advertisements, small print notices in- 
dicating that 30-day charge accounts 
could be opened also became quite 
common. A study of retail advertising 
in a Washington newspaper shows that 
of about one and one-half pages of retail 
advertising for the Christmas trade of 
1885, less than one per cent of the ad- 
vertising area was taken up by ads 
offering any credit inducement. In the 
identical paper on the same date in 1900, 


however, there were more than seven 
and one-half pages of retail advertising, 
of which in excess of 20% of the area 
was in credit inducement ads. All of 
this gave indication that the old moral 
objections to the use of retail credit, 
other than for seasonal financing of the 
agricultural “‘producer-consumer,” had 
worn thin against the pressure of com- 
petition, and the way was opening for 
growth restrained only by the supply of 
goods or of credit. 

It has seemed desirable to give this 
background in order to approach prop- 
erly the question of the influence of retail 
credit upon the continuity of consumer 
demand today. In other words, if credit 
selling has not always been a prominent 
feature of urban retailing, it is necessary 
to examine its antecedents to determine 
how it came to have its present function 
and influence. The origins of consumer 
credit indicate that it was a definite 
factor in maintaining the continuity of 
consumer demand. Its general use arose 
not from a competitive situation, but in 
recognition of a high degree of irregu- 
larity in consumer income. With the 
gradual shift from a rural to an urban 
setting, credit ultimately became valu- 
able as a tool of competition both within 
trades and between an increasing num- 
ber of trades, but it developed with a 
new order in which the seasonality of 
income has been greatly reduced. At the 
same time, however, the seasonal charac- 
teristics of consumer demand for par- 
ticular types of merchandise have be- 
come of greater importance to retailers 
because of their specialization. 

In its historic use in a predominantly 
agricultural society, retail consumer 
credit filled in blank spaces in the inter- 
mittent flow of consumer income. If 
these blank spaces are no longer a 
seasonal characteristic of predominantly 
urban employment, and credit continues 
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to represent the shifting of effective de- 
mand from one point to another, does it 
not follow that the use of credit today 
causes a pronounced stimulus to buying 
at one point, where it represents an 
addition to income, and creates a blank 
space or soft spot where repayments 
must be made against income which is 
not correspondingly increased by sea- 
sonal factors? Whether the answer to 
this question be affirmative or negative, 
what of the measurement of its effects 
upon the interests of consumer and re- 
tailer? In developing our subject with 
regard to these additional points, it will 
be desirable to discuss separately the 
problems presented by strictly con- 
sumption goods, and by durable goods 
which constitute a part of consumers’ 
capital. 

In the category of consumers’ perish- 
able or semiperishable goods, food and 
clothing are the major items. These 
classes of merchandise have an outstand- 
ing characteristic in common. They are 
primary necessities for all consumers, 
although there are differences in quan- 
tity and quality of merchandise con- 
sumed at various levels of effective de- 
mand. On the other hand, while the 
demand for food is only moderately in- 
fluenced by seasonal conditions, the 
trend of clothing sales reveals extreme 
seasonal variation. Furthermore, there 
is relatively little flexibility in the con- 
stancy of consumers’ needs for food, in 
contrast to the possibility of deferring 
or postponing clothing purchases until 
conditions for buying are most favor- 
able. Because of these distinctions, credit 
occupies a different position in each of 
these trades. 

According to the 1929 Census of Re- 
tail Distribution, only 45% of all food 
stores had any part of their sales on 
credit at that time and 43.5% of all 
food store sales were made by these 


credit-granting stores. Supplementing 
the data for 1929, the 1935 Census de- 
termined that the actual volume of 
credit sales was only 21.5% of the total 
sales of the entire food group in the 
latter year. Our annual Retail Credit 
Surveys have also shown that grocery 
store credit, which represents three- 
fourths of all food store credit, is ex- 
tremely short-term, being gauged to 
carry the consumer between pay days 
at weekly, bimonthly, or monthly in- 
tervals. The high percentage of cash 
sales in food stores (about 79% of total 
sales), the relatively small number offer- 
ing credit facilities, and the extremely 
short-term character of credit indicate 
that other devices absorb the major 
shock of competition in that trade. 
The grocer has first claim against 
consumer income, whatever the level, 
and it has not been considered wise or 
expedient to relinquish that claim by 
providing for delayed payment while 
others take the cash. Except in isolated 
cases, it seems extremely doubtful that 
grocery store credit has a pronounced 
influence on the continuity of effective 
consumer demand for food, or that it 
has served to attract to the grocery 
trade a larger share of aggregate effective 
consumer demand. Unlike the situation 
in a predominantly agricultural society, 
today there is little incentive for the 
grocer, or any food store, to carry 
customers on credit through periods of 
unemployment. Relief payments are 
largely calculated to meet such basic 
needs. Many grocers have very large 
individual accounts on their books, but 
they usually represent such good risks 
that the credit has no direct bearing 
upon any phase of continuity of demand. 
Grocery store credit is rarely adver- 
tised. On the other hand, credit on both 
the charge account and deferred pay- 
ment plan is commonly featured in 
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clothing store advertisements. The 
clothing business is highly competitive, 
and competition is increased by the 
tendency of such stores to concentrate 
in central shopping areas of larger com- 
munities, whereas it is usual for grocery 
stores to be well distributed. Compared 
with the grocery business, clothing store 
sales show extreme influence of seasonal 
factors. Following food and rent, the 
latter being a cash proposition removed 
from sensitive market-place competi- 
tion, clothing presents a claim next in 
importance against the income of all 
consumers. 

According to census data, only 38% 
of all stores in the apparel classification 
sold on credit in 1929, but almost 54% 
of the sales of all apparel stores were 
made by stores having some part of sales 
on credit. Excluding shoe and millinery 
stores, 44% of all clothing stores sold on 
credit in 1929, and 61% of the sales of 
this group were made by credit-granting 
stores. The Census for 1935 disclosed 
further that 23% of all apparel store 
sales were credit sales, or only a fraction 
more than the proportion of credit sales 
in the food group. Open account collec- 
tions in the clothing trades, however, 
are among the slowest, indicating a much 
more lenient policy than is followed in 
the grocery trade. Furthermore, cloth- 
ing stores do not always distinguish 
sharply between open-credit and what 
are actually short-term deferred pay- 
ment plans, which are probably more 
widespread than is generally recognized. 

To my knowledge, there are no 
measurements of sufficient precision or 
refinement to show the exact influence 
of credit selling upon the seasonality of 
the clothing business, or, for that mat- 
ter, of any other trade. We lack the 
“controls” necessary for making such 
measurements, that is, the means of 
isolating the credit element. It seems to 


me that whatever direct influence credit 
has had in that regard must be con- 
sidered along with other forms of com- 
petitive promotion. 

Clothing stores advertise heavily, fea- 
turing price and quality, in seasons when 
there is a definite demand for the respec- 
tive types of merchandise, and they also 
conduct off-season promotions to main- 
tain sales volume and clean out stocks. 
As a general observation, it appears that 
the deferred-payment principle, whether 
as a slow charge account or an actual in- 
stallment plan, is given the greatest 
stress in the peak-season promotions, 
whereas reduced price, often for cash 
only, takes the dominant place in pre- 
season and post-season promotions, even 
though credit may still be used as a 
secondary inducement. 

Insofar as the price feature is con- 
cerned, the net result of these promo- 
tions would be to smooth out the sea- 
sonal character of demand, but the 
featuring of extraordinary credit induce- 
ments at the normal point of peak sales 
must give an additional stimulus at that 
time. The majority of buyers not hav- 
ing the foresight to take advantage of 
off-season attractions, create an explo- 
sive combination when their desires, de- 
termined by seasonal conditions, are 
brought in contact with liberal credit. 
Furthermore, those buying on credit 
often tend to elevate their ideas as to 
both quantity and quality of merchan- 
dise. For example, possession of an ex- 
pensive fur coat can be secured on credit 
about as easily as a moderately priced 
fur trimmed coat, but the sale of the 
more expensive garment further accen- 
tuates the seasonal sales peak. Credit 
also makes it easier to buy complete ac- 
cessories along with the principal article 
of apparel. 

The credit practices of department 
stores, where clothing as well as a great 











THE FOURNAL OF MARKETING 


97 





variety of household goods are com- 
monly sold, also indicate the stress on 
credit at times of greatest seasonal de- 
mand. Payment for Christmas purchases 
may frequently be deferred until the 
early months of the new year. A variety 
of budget plans, which are becoming 
increasingly popular, also permit ac- 
cumulated buying of general household 
merchandise at times of greatest need. 
Consumers are often permitted to em- 
ploy these relatively short-term deferred 
payment plans in addition to their 
regular charge accounts which care for 
the normal run of daily purchases. Our 
1938 Retail Credit Survey determined 
that the majority of the short-term de- 
ferred payment plans of reporting de- 
partment stores were established to meet 
competition. 

Placing the emphasis on competition 
as the primary motivating force in the 
general use of retail credit, I believe 
that seasonal sales peaks have un- 
questionably been heightened by the 
facility of securing credit at such times, 
and that this has been the definite ob- 
jective sought. From the example of the 
grocery trade, where seasonal move- 
ments are at the minimum, it is evident 
that where consumer demands for mer- 
chandise are fairly constant, and the 
share of consumer expenditures rela- 
tively fixed by necessity, competition is 
largely an intra-trade proposition based 
on quality and price rather than credit. 
While clothing and general household 
goods may also be classed as necessities, 
they are not always immediate necessi- 
ties and the balance of consumer income 
remaining after payments for food and 
housing can be diverted into an ever- 
increasing number of channels or trades. 
In this area, therefore, there is not only 
competition within trades, featuring 
price and quality, but there is intensive 
credit competition Jetween trades. 


Competition between trades can reach 
a common level not through compari- 
sons of price and quality of wholly 
different kinds of merchandise, but by 
emphasizing the fact that each kind of 
merchandise, irrespective of price or 
quality, can be brought within the range 
of the individual’s income and desire by 
means of easy, or deferred, payments. 
A primary objective of this inter-trade 
competition, therefore, is to secure a 
commitment of some part of the in- 
dividual’s future income. This may be 
viewed either as competition in the 
sale of merchandise, or competition in 
the purchase of future income with 
merchandise. 

Over the past 25 years there has been 
a tremendous growth in the consumers’ 
durable goods industries, particularly 
automobiles and appliances. In the rapid 
development of the volume sale of these 
products they have been widely sold on 
deferred credit for reasons similar to 
those which made furniture, piano, and 
sewing machine retailing a credit busi- 
ness at a much earlier date. The mass 
of consumers, representing the major 
part of the potential market, live within 
narrow limits of income and some in- 
ducement stronger than deferred con- 
sumption is needed to force saving which 
must come largely from curtailment of 
expenditure in other channels. The 
Census of Business for 1935 shows, for 
example, that 14% of all retail sales 
were made by dealers in the automotive 
group, which was exactly the same as 
the proportion of sales for that year in 
the general merchandise group, and 
almost 6% more than was spent in 
apparel stores. The inducement offered 
by automotive dealers is indicated by 
the fact that 64% of their transactions 
were on credit (of which four-fifths were 
on installment), and these credit sales 
were 73% of all retail sales in 1935. 
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A greater proportion of the sales of 
furniture and household appliance stores 
are on credit, although in relation to 
total retail sales in 1935 these groups 
combined were only one-third as im- 
portant as the automotive group. How- 
ever, we may seriously doubt that any 
of the underlying consumers’ capital 
goods industries would have reached 
their present magnitude without credit 
competition. 

Today, the products of these in- 
dustries bid for a share of effective con- 
sumer demand at a time when the 
natural desire of consumers for such 
products reaches a seasonal maximum, 
notably in spring and fall months. The 
gauge of retail transactions at such 
times tends to shift toward potential 
demand, rather than effective demand, 
because the natural restraint on effective 
demand if not removed is at least eased 
by the use of credit. Goods are trans- 
ferred from retailer to consumer in 
volume which would be wholly abnormal 
under a cash system where deferred 
consumption would be the main induce- 
ment used in building sales volume. 
But are these credit transactions sales 
even though they are so recorded sta- 
tistically? Actually, the transfer of 
goods, with or without a token down 
payment, constitutes an agreement to 
sell with the sale being consummated at 
some future date when a series of pay- 
ments add up to a previously agreed 
price. Consequently, it is a future 
market which is sold with current goods 
and credit. 

Pressure of increasing activity of this 
character, particularly because of the 
expansion of the consumers’ capital 
goods industries, has drawn retailers in 
the entire area of competition between 
trades to engage in this seasonal antici- 
pation of future markets by offering 
immediate use of merchandise, or even 


immediate consumption. The commit- 
ments of the consumers, which decrease 
the level of the individual’s effective 
demand during the period of liquidation, 
may take the form of installment con- 
tracts or open accounts. The distinction 
is no longer precise, however, for the 
open account has become an extremely 
flexible instrument through the relaxa- 
tion of the 30-day liquidation principle 
and the transformation to various kinds 
of budget plans. 

Without the factor of cyclical change 
in economic activity, credit selling in 
a stable system would have the effect of 
exaggerating the concentration of sales 
at the natural points of peak demand, 
while at the same time serving the pur- 
pose of diverting some part of aggregate 
effective demand into trade channels 
where that type of competitive induce- 
ment was used. However, we cannot 
ignore cyclical changes which have the 
effect of widening or restricting the in- 
come base upon which credit is extended. 
When the income base is widened during 
a period of relative prosperity, not only 
are greater numbers of individual con- 
sumers brought into the area of credit 
competition, but there is also an ac- 
commodating tendency both to increase 
the total credit subsidy to consumers 
and to liberalize the terms under which 
it can be used. The expanded use of 
retail credit causes a further accentua- 
tion of the annual rate of sales, based on 
assumptions that the gains in incomes 
of individuals will not be reduced during 
the period required for debt liquidation. 

In other words, as the usual operation 
of credit selling is to concentrate future 
effective demand at the immediate 
seasonal point of desire, the cyclical ex- 
pansion of consumer income introduces 
the further supposition that income will 
continue at the advanced level. If that 
were invariably the case, there would 
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eventually be an adjustment in which 
the trades within the area of credit com- 
petition would probably show greater 
relative gains than the rise in the general 
level of effective demand. Unfortu- 
nately, circumstances inevitably inter- 
vene either through a widespread re- 
striction of the income base of credit, 
or a combination of this factor with a 
changed relationship in the supply and 
demand equation for certain products. 
The former seems to have occurred in 
the depression years following 1929, and 
the latter in the 1937-1938 recession. 
A combination of factors in the spring 
months of 1938 gave definite indications 
that keen credit competition in the sale 
of automobiles and appliances had in 
each case rapidly terminated the trend of 
secular growth, and the underlying in- 
dustries declined rapidly during a period 
of readjustment. 

The outstanding characteristic of the 
1929-1933 deflation was a huge con- 
traction of income which minimized the 
part which could be performed by credit 
in transforming the pattern of continuity 
of demand through shifting future effec- 
tive demand forward to achieve closer 
approximations of potential demand for 
certain products within the area of 
credit competition. In comparison to 
what occurred following 1929, a rela- 
tively minor reduction of consumer in- 
come in 1938 provides no explanation 
for the terrific drop in consumers’ dur- 
able goods volume. That the area of 
credit competition was itself narrowed 
by reduced potential markets is indi- 
cated by the fact that credit was 
abundant and terms were liberal in 
that year. 

Adverse business conditions no doubt 
have had a psychological reflection in 
the rate at which consumers will obligate 


future income. But such exclusive inter- 
pretation of the 1938 phase obscures the 
fact that it was primarily a period of 
liquidation of transactions drawn for- 
ward by credit offered liberally in pre- 
ceding years. If we consider the final 
payment as the consummation of a sale, 
reduction of consumer indebtedness to 
finance companies shows that 1938 was 
not a bad year. Many more cars and 
appliances were actually sold than were 
“bought,” in the sense that we cus- 
tomarily use the latter expression to 
measure the retail record of deliveries on 
deferred payment. While the deflation 
of consumer retail debts during 1938 
and problems of change from expanding 
markets to replacement markets are 
questions of utmost importance, they 
lie beyond the scope of this discussion. 

With credit rules, human nature, and 
competition remaining unchanged, we 
may doubt that retail credit will serve 
automatically as a force in the mainte- 
nance of the cyclical continuity of con- 
sumer demand any more than it has 
served to smooth out the seasonal pat- 
tern of sales. Bad-debt losses rise under 
adverse conditions and collections slow 
down, but we may take these as evidence 
of the credit man’s fallibility, rather 
than the reflection of a charitable ad- 
ministrative policy. 

Retail credit has unquestionably 
served to build the foundations for sev- 
eral trades, and enabled others to main- 
tain a share of the market during the 
growth process. It has also been instfu- 
mental in giving the consumer quantity, 
quality, and range of merchandise in 
closer relation to immediate needs. These 
things should not be entirely overshad- 
owed, however, by other purely adverse 
results having perhaps overbalancing 
proportions. 











CAN WE AVOID CONSUMER CREDIT 
INDIGESTION? 


BURR BLACKBURN 
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N THIS paper, we are not concerned 

with the effect of consumer credit on 
the business cycle. Overextended con- 
sumer credit may or may not contribute 
to booms and depressions. I leave that 
for the economist to struggle over. 

The indigestion I would like to avoid 
is that suffered by individual families. 
I approach this subject as a social 
worker who has had ten years of contact 
and study in the consumer credit field. 
Having kept in touch with social 
agencies throughout the country, I know 
that consumer credit indigestion is a 
major cause of serious distress and 
broken morale among thousands of 
families. 

If I am to discuss methods of avoiding 
this malady, I cannot consume time, 
proving its existence. This would require 
an entire paper and although I believe 
a good case can be made, it is true that 
the studies and statistics available are 
entirely inadequate. Figures collected on 
credit losses are no indication of the 
extent of such losses by the whole credit 
community because they are obtained 
from the most cautious credit grantors 
and they do not in any way reflect the 
credit losses of the thousands of retailers 
who are going bankrupt every year. 
Social workers do a very poor job of 
collecting statistics on the causes of 
breakdown in family life. The most 
pathetic lost opportunity was the study 
of consumer purchases recently com- 
pleted with W.P.A. funds. Instead of 
providing a picture of the debt situation 
of the families at the time the study was 
made, we find ourselves struggling to 
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interpret family balance sheets which 
only give us the changes in debt that 
occurred between two year end periods. 

The problem probably will not be 
tackled seriously until consumer credit 
indigestion has gotten to the pneumonia 
stage and the whole economy is gasping 
for breath. I am not optimist enough to 
believe that any rational suggestions 
anyone might make for avoiding con- 
sumer credit indigestion will be adopted 
until conditions get much worse. Then 
we shall be ready to do something about 
it. You will remember that the contribu- 
tion of the stock market to suffering 
accompanying the recent depression re- 
sulted in our stock exchanges being 
placed under the strictest kind of 
government regulation. 


THE Crepit REVOLUTION 


Now may I stroke in the background 
of our present consumer credit situation? 
The future may speak of this period as 
the era of the consumer credit revolu- 
tion. It followed naturally upon the 
heels of the revolution in production 
with its urbanization of families and its 
development of a surplus economy. 
Within a brief span the family has lost 
all its independence as a self-sufficient 
agricultural, industrial unit and has 
become dependent upon a wage system 
which fluctuates not alone in response 
to the vagaries of nature, but to those of 
organized industry, business and govern- 
ment. Thus the family has become a 
business institution with an uncertain 
and varying income. Its financial situa- 
tion, like that of all other business insti- 











THE FOURNAL OF MARKETING 


101 





tutions, is its chief problem. It has 
hardly had time to gain proficiency in 
financial management, much less in the 
use of credit. But it must have credit. 
I need not take time here to prove that. 

Recent years have seen credit agencies 
spring into being to supply the cash so 
urgently demanded. Belatedly even the 
banks have responded. Credit unions, 
industrial banks, personal loan depart- 
ments of banks, and personal finance 
companies, scramble to invest their 
funds in the business of the family. And 
who can deny that the families, like 
ancient Omar Khayyam “take the cash 
and let the credit go, nor heed the 
rumble of the distant drum!” 

On top of this the business world 
found its machines, for the first time in 
history, producing more goods than 
families could buy out of current income. 
There was nothing to do but invite the 
masses to come and get the goods and 
pay out of future income. Open account 
credit, hitherto reserved to the aris- 
tocracy, was thrown open to all, and 
installment credit blossomed into a 
mushroom giant. 

For the first time in history, the doors 
of unlimited credit are thrown wide. 
From newsprint, billboard and radio the 
invitation blasts forth—cash or goods, 
come and get it, nothing down, a long 
time to pay. 

But the other side of credit is debt. 
Debt can be an insidious habit. It offers 
many allurements that often prove false. 
Py ramiding debt on low income families 
is a new problem in the history of the 
race. Like most human problems, its 
solution is to be found chiefly in educa- 
tion. Primarily families must be taught 
that a business institution using credit 
must live on a financial plan—a budget, 
if you will. The techniques of financial 
management for families must be de- 
veloped and we must improvise new 


ways of inspiring and challenging fam- 
ilies to use them. 

That our democracy has within it the 
wells from which spring solutions for our 
ills is demonstrated in the fact that 
today our educational institutions are 
rapidly focusing their attention upon 
consumer problems. The consumer 
movement is spreading like a prairie fire. 
Homemakers are studying to be finan- 
cial executives. Courses in the schools 
are being oriented to the financial life 
of the home. Future generations will 
know better how to handle this danger- 
ous modern implement, consumer credit. 


Community MEASURES OF CONTROL 


But education alone will not suffice. 
We all realize the importance of educa- 
tion, for example, in the prevention of 
automobile accidents. But it has been 
necessary to provide community control 
as well. The family needs caution signals, 
stop lights and grade separations on the 
highway of spending. The credit grantor 
has a responsibility to prevent overex- 
tensions. This brings us to a considera- 
tion of community measures. 

If we approach this problem with the 
idea of protecting the credit user instead 
of the credit grantor, we can brush aside 
much of the litter obstructing our path. 
Heretofore, attention has been centered 
upon the collection process. Creditors 
have secured legislation providing rigid 
enforcement of contracts, wage assign- 
ments, garnishments, repossessions, de- 
ficiency judgments, collection of at- 
torney’s fees, court costs and so forth. 
Debtors have fought back seeking relief 
from harsh methods, obtaining exemp- 
tions and improving bankruptcy pro- 
cedure. Much of this grief could be 
eliminated by regulating the granting 
of the credit in the first place. Collection 
agencies and civil courts are clogged 
with collections on debts that never 
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should have been contracted. Employers 
are becoming weary of answering credit 
inquiries and having to assist debt 
burdened employees. The extent to 
which families are depriving themselves 
of nutritious food, warm clothing, and 
medical attention in order to make pay- 
ments on installment purchases, can 
only be imagined. 

Now let us get down to fundamentals. 
An applicant has a right to as much 
credit as he has the capacity and intent 
to pay, provided his use of it will not 
harm him or his family. To determine 
the amount of such credit, factual evi- 
dence regarding his financial situation, 
his capacity and intent, would seem to 
be required. It follows then that the ob- 
jectives of community measures would 
be twofold: 

1. To develop the most efficient sys- 
tem to produce the best possible 
evidence for creditors willing to use 
it to prevent overextension. 

. To develop a safe, democratic 
method of curbing the overexten- 
sion of credit by the irresponsible 
element. Let me say at this point 
that no system should be con- 
sidered which even tended to per- 
mit bureaucratic dictation. Noth- 
ing is so fundamental as the preser- 
vation of individual freedom and 
elasticity of credit judgment. The 
amount of credit the applicant is to 
receive, in addition to that he has 
already been given, must be deter- 
mined by each creditor, on the 
basis of the evidence. Some families 
may have no debts and be poor 
risks. Another family might owe 
half its income but still be able to 
make constructive use of credit. 
No bureau must be permitted to 
insert itself between creditor and 
applicant when this decision is 
being made. 


i) 


However, two possibilities suggest 
themselves for effective reduction of the 
amount of careless credit granting. If 
the sales minded, unscrupulous creditor 
were at least confronted with the evi- 
dence of credit capacity on each applica- 
tion, it is reasonable to believe that his 
judgment would be improved and the 
number of credit fatalities might be 
reduced. Second, if a system of analyzing 
bad credit practices and reporting to the 
credit community or to the public could 
be developed, credit grantors might be 
disciplined. We are now experiencing an 
attempt to discipline retailers on their 
pricing practices by development of 
national, state and local price studies 
and publicity. Neither of the credit con- 
trol methods suggested above is in use 
today. The unscrupulous, careless credit 
grantor is accepted as a necessary evil. 


THE Unscruputous Go UNcURBED 


The typical large department store 
credit man blames all credit indigestion 
on that type of credit grantor. Nine out 
of ten bureau managers admit that this 
type of merchant can never be per- 
suaded to participate in the credit 
bureau. But they propose to do nothing 
about it. Legislation is opposed on the 
ground that it would hamper the ethical 
seller. 

This is the kind of argument always 
presented by the leaders of business and 
industry when some rotten condition is 
being discussed. It is the kind of argu- 
ment used against regulation of adver- 
tising, but the Federal Trade Com- 
mission now has hundreds of dirty little 
advertisers on the run and also has 
brought to light dishonest advertising 
by some of the Blue Book names in 
industry. The thing they forget is that 
the marginal retailer with poor ethics 
sets a standard that pulls down the 
practices of the best people in the com- 
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munity. I will undertake to prove to any 
big department store that it has scores 
of instances on its own books right now 
where credit has been pyramided beyond 
reason in spite of the fact that the store 
claims to investigate applicants before 
granting credit. 

Some will say that most of the diffi- 
culties with accounts are not due to the 
customer having been oversold. They 
claim that at the time of the sale, those 
customers had good credit and were in 
a position to pay but after the debt was 
incurred they became financially em- 
barrassed because of illness, loss of job, 
or inability to pay for other reasons 
beyond control. This needs to be ana- 
lyzed. There are hundreds of com- 
munities in which the credit grantor 
himself knows the majority of his cus- 
tomers will not have full employment 
throughout the year. But does this 
make any difference in his credit pol- 
icies? Does he not advance credit on the 
assumption that his customers will be 
permanently employed, even though 
they may be living beyond their means 
each month merely for current living 
expenses? Relief agencies report thou- 
sands of instances where the credit was 
granted after employment had been lost. 
Of course, if business proposes to do a 
community charity service, this might 
be sensible, but when attempts are made 
to collect such amounts by forcing pay- 
ment out of meager relief checks, one 
cannot allow much for charitable mo- 
tives. 

Credit authorities generally agree 
that the unscrupulous credit grantor is 
the real problem, but they have no 
remedy to propose. 

Any student of this problem must 
conclude that the reduction of unscrupu- 
lous careless credit granting cannot be 
accomplished by voluntary cooperation. 
Later we will suggest legislative possi- 


bilities. But first, let’s consider the 
voluntary methods now in use by 
creditors with some conscience. 


Two Crepit Metuops ContTRASTED 


There are in present use two very 
different and contrasting methods of 
collecting evidence upon which to deter- 
mine the amount of credit an applicant 
has the capacity and intent to pay. One 
of these systems is to require the appli- 
cant to provide the evidence and to 
prove its truth. The other system gets 
little of the evidence from the applicant 
but seeks to find most of the evidence 
and all of the proof by indirect methods 
through credit reporting agencies. It is 
my purpose to contrast these two 
methods: first, to judge their effective- 
ness in supplying evidence to the 
creditor who seriously desires to prevent 
overextensions, and second, to deter- 
mine which of them would best fit into 
a system directed toward curbing the 
unscrupulous credit grantor, in the event 
such a program some day might be 
undertaken. 

Requiring the applicant to provide the 
evidence, and prove it, is common prac- 
tice in dealing with business. Business 
concerns usually have to call in an 
accountant to prepare a balance sheet 
and check it before a bank will even 
consider granting a line of credit. Dun 
and Bradstreet says of its reports “The 
report is based on direct interview with 
the customer at his place of business. 
Through the report the analyst visual- 
izes the place of business, the competi- 
tion, the location, and the retailer’s 
progress or lack of it.’’ No one is in as 
good a position to provide proof of his 
capacity and intent as the applicant 
himself. He needs help in assembling 
this evidence but he should provide it, 
and the burden of proof should be on 
him. 
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I happen to work for a company that 
follows this procedure of direct investi- 
gation, in the main. It requires no secret 
investigations, no elaborate historical 
records, little telephoning and interrup- 
tion of employers and other creditors. 
The plan is not followed as completely 
as I would like. The excuse is that com- 
petitors make it difficult because too 
often they advance credit with little or 
no investigation. The credit user is being 
trained to expect credit without proving 
his right to it. If this were to his interest, 
well and good, but I contend that most 
of the ills in creditor-debtor relations 
spring from the fact that we have re- 
lieved the credit applicant from the 
obligation of personally providing and 
proving the truth of the evidence of his 
capacity and intent to pay. This is 
largely responsible for the hit and miss 
budgeting and record keeping of the 
average family which throws away its 
receipts and is never concerned about 
keeping its affairs in an orderly con- 
dition. However, if so dangerous an 
instrument as credit is to be used by 
that half of American families whose 
income barely exceeds living cost the 
first stop sign on the highway of spend- 
ing must be, “Present and prove the 
truth of the evidence upon which the 
amount of credit to be used is to be 
determined.” 

Such evidence of course covers details 
of employment and recent work history, 
income, debt and living cost. The proof 
submitted would entail work records, 
bank books, cancelled checks, pay en- 
velopes, accounts, receipts, bills, etc. 
The facts are more easily verified by a 
visit to the applicant’s home. When 
more creditors demand such proof and 
show customers how to keep their rec- 
ords, families will adopt methods which 
will reduce the work of verification. 

For the present it requires a good deal 





of ingenuity to elicit the customer’s con- 
fidence and uncover all the facts. The 
technique developed through many 
years by my own company is far su- 
perior, in our opinion, to any investiga- 
tion among other creditors and em- 
ployers. 


THE Rounpb AsBout SysTEM 


There are many kinds of such agen- 
cies. Some are mutually owned by the 
cooperating creditors, some are privately 
owned; some are local institutions, while 
others operate branches in many com- 
munities; some emphasize ledger in- 
formation in their reports, others stress 
character. But all operate on the funda- 
mental principle of indirect investigation 
of the credit application. 

In contrast with our system, under 
the prevailing system employed by re- 
tailers, the applicant is asked a few 
simple questions but is not required to 
prove anything. After the formalities, 


an indirect investigation is made by a- 


credit reporting agency of some type. 

This round about effort to get in- 
formation from many sources instead of 
directly from the applicant becomes in- 
creasingly burdensome as the number of 
credit grantors multiply. Its success de- 
pends upon participation of all credit 
grantors. The most dangerous elements, 
the small high pressure retailer, clothier, 
jeweler, furniture store, used car dealer, 
etc., never participate. You may be sure 
that if companies like mine could profit 
by the use of the credit reports which 
are developed from indirect investiga- 
tion, we would buy them. Experi- 
mentally we have purchased them from 
many sources. If we could save money 
by sitting in our offices and not going 
out to work with the applicant to help 
him supply the proof, you may rest 
assured we would sit in the office. 

The burden of supplying information 
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on inquiries from the credit reporting 
agencies is becoming heavier each year. 
As more creditors participate the mem- 
bers with many accounts may find the 
burden of supplying data on telephone 
requests unbearable. Only a small per 
cent of the reports sent out or telephoned 
by credit reporting agencies consist of 
complete reports. Such reports cost 
money. The usual low cost report is a 
transcript of what is already recorded 
without any current checking. It is a 
record of the family struggle through the 
adversities of the years—depression, un- 
employment, sickness. Much of it is 
water long over the dam. Sometimes 
recorded debts were incurred before a 
long period of unemployment and are 
debts which should have been charged 
off, which the family never intends to 
pay, yet its intent and capacity to pay 
current bills may be good. Little light 
may be thrown on present ability or 
intent. Even a complete report collected 
by contacting a dozen creditors seldom 
affords as much information as could be 
gotten directly from the applicant if he 
were required to submit evidence with 
proof. 

I am not implying that this system of 
indirect investigation is without value. 
The very fact of its prevailing use by 
retail credit grantors indicates that it 
is widely considered more advantageous 
than direct personal investigation.* My 
criticism is constructive; not destruc- 
tive. For what I am going to suggest is 
that the valuable features of the present 
credit reporting agency system and 
those of the direct investigation system 
be combined. In short, I am raising the 


* A recent survey conducted by the Research Divi- 
sion of the National Retail Credit Association in co- 
operation with the National Bureau of Economic Re- 
search showed that the 688 retail establishments 
covered, considered reports of credit bureaus the most 
important type of credit information with persona] in- 
vestigation second in importance. 


logical question, which undoubtedly has 
already occurred to you; why not have 
the credit reporting agencies do the job 
of direct investigation of credit appli- 
cants; thereby improving their service! 
No human agency is perfect; all institu- 
tions must constantly evolve toward 
improving their service, and the step 
indicated seems the next logical advance 
in the evolution of credit reporting 
institutions. 


SHOULD ProvipE CoMMUNITY 
Crepit ConsuLTANTS 


Most conscientious merchants will say 
that they would be glad to put the 
burden of proof upon the applicant but 
they see two insurmountable difficulties. 
One is that easy credit methods have 
already spoiled customers so that they 
resent any direct approach. The other 
is that such a method would be too 
expensive. 

I believe both of these objections 
could be overcome by the evolution of 
the present credit reporting agency into 
a central staff of trained credit con- 
sultants who would go into the home 
of the applicant and assist in the prep- 
aration of a verified statement of facts 
upon which the creditor could decide the 
applicant’s capacity and intent to pay, 
without harm to himself or his family. 
If a small loan company can afford to do 
this in order to establish a credit averag- 
ing about $125, surely the better mer- 
chants in the community could pay for 
this service on a cooperative basis. If 
they all agreed to the necessity for full 
information and the central bureau in- 
sisted upon it, that competitive problem 
would be solved. From the customer’s 
viewpoint, the fact that he had once set 
up a satisfactory verified statement of 
his financial situation, which could be 
brought up to date easily at any time, 
would make it easy for him to open an 
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account in any store with which he 
wished to trade. He would learn to 
prefer this straightforward plan over the 
undercover reporting of his deficiencies 
without opportunity for explanations. 
I am afraid the merchant’s desire to use 
the credit account as a means of tying 
the customer to him and keeping him 
away from competitors would be the 
chief stumbling block in this picture. 
However, the long run view should con- 
vince any retailer that the charge ac- 
count is a poor competitive instrument. 
He had best concentrate on quality and 
price to hold his customers. 

The central bureau would not deter- 
mine whether or not credit would be 
granted by individual merchants. It 
would simply assist the applicant in 
making his application as nearly com- 
plete as possible and would certify to 
any proof submitted. I believe the cost 
of this service would be more than made 
up by the reduction of time in handling 
credit applicants by retailers, the elimi- 
nation of inefficient and unwieldy credit 
files, and the reduction in the toll paid 
by business to collection agencies. 

A certified application should be re- 
quired upon the opening of any new 
account, open or installment, and for 
reopening an account that has been in- 
active, say 12 months, and on every 
loan, and every renewal of the loan, and 
for every add-on installment contract 
where the amount equals, say, half the 
applicant’s monthly income. 

Of course, the central consultation 
agency would keep carbon copies of 
certified applications and whenever the 
applicant wishes to open a new account 
or obtain a loan or increase his install- 
ment contract, the certified application 
could be brought up to date with very 
little difficulty. 

The certified application should not 
contain the names or businesses of 


creditors. Accounts of creditors should 
be numbered to correspond with names 
on confidential records retained by the 
consultant for use when he comes to 
bring the application up to date. This 
is particularly important to prevent the 
unscrupulous merchant from assuming 
that his high pressure collection methods 
will have an advantage over the more 
lenient methods of other retailers, and 
to protect lenders, whose accounts might 
be paid off by other lenders. On open 
accounts, length of delinquency should 
be given. On installment accounts and 
loans, delinquency and the amount of 
required monthly payment should be 
shown. 

Such a central credit consulting office 
should not be permitted to receive com- 
pensation from creditors for any other 
type of service. One of the anomalies of 
the present method is that the agency 
which is attempting to prevent over- 
extension of credit, derives much of its 
income through serving as a collection 
agency. It profits when careless credit 
granting results in slow pay. 

The details of such an application 
form with space for listing the evidence 
and certifying to the exhibits and proofs 
offered could be worked out with little 
difficulty. I believe this plan has every- 
thing to commend it to the conscientious 
retail credit community. From my con- 
versations with credit bureau managers, 
I know many of them are convinced 
some new technique must be developed. 
Of course, they are not in a position to 
promote any radical change because 
their organizations are dominated by the 
leading retailers in their community. 
Unfortunately, too many department 
store credit managers are working under 
the handicap of a management which 
has not learned to balance sales promo- 
tion with credit judgment. However, if 
the managements of some of the larger 
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retail establishments would undertake a 
study of the direct investigation method 
proposed as it is demonstrated in vary- 
ing degrees by the personal finance com- 
panies, they might decide to install this 
method independently. We offer to co- 
operate in any such study. 


SUSPEND DELINQUENT 
Open Accounts 


Now we have one more stop sign to 
propose on this credit highway. It has 
to do with open accounts. If such an 
account is properly opened and a limit 
fixed, sensibly related to income, there 
is one simple method of preventing over- 
loading. That is to follow a general 
practice of temporarily restricting fur- 
ther charge purchases when accounts 
have obtained a specified degree of de- 
linquency, usually 60 to go days, until 
these accounts are brought to terms. All 
creditors agree to the soundness of the 
principle involved here but they vary 
entirely too much in its application. 
Dr. Clyde William Phelps, of the Uni- 
versity of Chattanooga, has developed 
a series of booklets which my company 
has published, in which, I believe, he 
has completely met every argument 
against this idea and has cited its suc- 
cessful operation by many large retailers 
and a number of communities that have 
adopted it as a cooperative community 
policy. 

There is no suggestion that every 
creditor should suspend an individual’s 
credit because he is delinquent with 
some other creditor. That would be un- 
warranted interference with personal 
liberty and could probably be attacked 
as an agreement in restraint of trade. 

Dr. Phelps has proven conclusively 
that continuing to add amounts to de- 
linquent open accounts is a bad thing 
for both creditor and debtor. It increases 
bad debt losses, bookkeeping and collec- 


tion costs, it calls for the payment of 
extra interest charges on bank loans, 
it interferes with many profit making 
opportunities, reduces capital turnover 
and actually causes loss of customers, 
volume and profits. It is unfair to 
prompt paying charge customers and is 
a dis-service to the slow paying cus- 
tomer himself. Frequently he is let into 
financial jams and sometimes he be- 
comes so deeply involved that he is 
forced into bankruptcy causing loss to 
himself and others. 

In order to develop a community 
policy of suspending slow accounts, it 
is important that communities follow 
the example being set in Cincinnati, 
Detroit, Minneapolis, Dayton and many 
other cities where the leading merchants 
have agreed to such suspension after a 
definite period of sixty or ninety days. 
The leading merchants and their credit 
bureaus in these cities are not simply 
satisfied with providing credit reports 
and collection of delinquent accounts 
but are working toward the prevention 
of credit indigestion. I would be glad to 
supply anyone with copies of Dr. Phelps’ 
booklets. 


A New LEGAL PHILosoPHY 


Earlier in this paper I suggested the 
need for legislative action to effectively 
reduce the harmful activities of the un- 
scrupulous, careless credit grantor. I at- 
tempted to prove that he could not be 
reached except by law and at the same 
time I insisted that credit decisions must 
not be dictated by any bureaucratic in- 
terference between creditor and debtor. 
The objective would be to set up a 
method of legislation to confront him 
with a thoroughly prepared and certified 
application in the hopes that his judg- 
ment might be improved and, second, 
to provide a method of analyzing his 
bad credit practices and reporting the 
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results to the community. 

It is evident that the accomplishment 
of any such purpose would require an 
entirely new and different philosophy of 
legislation. I am ready to outline my 
own tentative ideas, knowing that they 
will seem impractical but perhaps hoping 
that when the excessive exploitation of 
consumer credit has done its worst, 
even ideas as crazy as mine may have 
some consideration. 

1. I would set up a principle of law 
that if the creditor has not required the 
customer to submit verified evidence 
upon which to base his judgment, such 
a creditor is a dangerous hazard on the 
highway of spending and the law should 
punish him as well as make uncollectible 
any credit so carelessly granted. This 
would not permit the creditor to accept 
the applicant’s word and attempt to 
place the blame on the applicant for 
fraudulent misrepresentation. It would 
mean that the creditor would be under 
obligation to prove his investigation had 
required the applicant to submit proof 
of his credit capacity and proof in sup- 
port of it. The submission of the evi- 
dence and proof would be the issue— 
not the soundness of the creditor’s judg- 
ment. The creditor might grant a thou- 
sand dollar credit to a $20 a month 
clerk, so long as he knew the clerk’s full 
financial circumstances. 

2. To provide an agency for accurate 
checking of evidence, the state should 
license and supervise qualified credit con- 
sultants who would assist applicants in 
making application and certify to the 
exhibits in proof of capacity submitted. 
Such consultants would be punishable 
by a fine and cancellation of license for 
misrepresentation or carelessness. The 
number of such consultants should be 
limited according to the population of 
the community. They would be paid by 
the creditors using their services and 


would not be permitted to receive com- 
pensation from creditors for any other 
type of service. A credit consultant 
would fill appointments made for him 
by the creditor to call at the applicant’s 
home. 

Each consultant would be required to 
supply the others in his territory with 
file cards on applicants served and when 
an applicant transferred to another con- 
sultant, the records on the case would 
be requested and forwarded. A state 
supervisor should issue regulations, 
check on the efficiency of the consultant 
and develop reports analyzing the credit 
policies of the communities and individ- 
ual creditors on data gathered from the 
records of the consultants. Publicity 
would be a potent force in preventing 
careless overextension. 

Credit grantors would not be required 
to insist upon receiving certified appli- 
cations through such consultants, but 
the burden of proof would be upon them 
to show that their credit granting 
policies lived up to the philosophy of 
law previously mentioned. 

3. The suspension of delinquent open 
accounts by individual creditors could 
be enforced by giving the weak-kneed 
creditor a good legal excuse for refusing 
additional credit. Perhaps if he had to 
pay a 20% penalty on collections from 
such additional amounts charged on a 
delinquent account his customers would 
not be offended at his refusal. 

Of course, I am aware that these pro- 
posals may seem idealistic and im- 
practical. Perhaps I have made them in 
order to emphasize the difficulties in- 
volved in building a fence at the top of 
the credit precipice. 

The social agencies must continue to 
operate an ambulance at the foot of the 
cliff. Fortunately Congressman Chan- 
dler’s wage earner’s composition plan, 


Chapter XIII of the New Federal Bank- 
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ruptcy Act, provides a brand new 
streamlined ambulance, almost ready 
for use. When the referees in bankruptcy 
are put on a salary basis, and the fees 
for initiating the compositions are elimi- 
nated, the over-burdened debtor will 
have a haven of refuge from the persecu- 
tions of unscrupulous creditors. It will 
also protect the more lenient creditor. 
Eventually it should induce creditors to 
help erect the fence at the top. Down 
in Birmingham, Alabama, this plan is 
already in active and constructive use. 
I am challenging the social agencies— 
especially legal aid societies—to study 
its possibilities. 


Let’s ExPERIMENT 


From time to time I am asked to ex- 
plain my company’s attitude toward the 
indirect investigation services of report- 
ing agencies. Among these, many bu- 
reaus are insisting more strongly each 
year that any creditor who does not use 
their services is guilty of some kind of 
criminal offense. I can only say, after 
careful study and experimentation that 
we have concluded the us of reports 
based on indirect investigation is not 
profitable to us because they do not give 
us as valuable information as we can 
get from the customer himself. On the 
other hand, when reports based on direct 
investigation are furnished by credit re- 
porting agencies, we shall be able to 
use them. 

If any social good might result from 
our cooperating before then, we would 
consider it. However, the existing system 
does not deal adequately with the un- 
scrupulous, careless credit grantor. 
Hence all that might result from our 
present participation would be to give 
a few of the larger credit grantors a little 
help in eliminating the type of customer 
they do not desire. The masses of low 
income applicants whom they turn down 


could get on a credit drunk by merely 
going around the corner. Since we get 
our proof of capacity and intent to pay 
from the applicant, we might content 
ourselves by simply saying, “let the 
others do likewise.” 

However, we have gone further. Our 
research department has been studying 
the problem of overextension of credit 
for a good many years. With the aid of 
Dr. Phelps we are developing a library 
of helps for the credit grantor and these 
are being used in classes studying credit 
problems throughout the country. We 
conscientiously are attempting to im- 
prove our own credit granting methods 
in order, as far as possible, to eliminate 
unsocial money-lending. We have made 
an open offer, to the National Retail 
Credit Men’s Association to cooperate 
wholeheartedly in any one community 
which may attempt to develop a local 
community credit control program that 
has any prospect of curbing careless, un- 
scrupulous credit granting. The National 
Association suggested that such an ex- 
periment be carried out in a mid-western 
city, and we had a number of con- 
ferences with the credit bureau there. 
However, when it came to attempting 
any experiments which had any prospect 
of making a contribution to the solution 
of the problem, they backed off. This is 
not surprising in view of the wide differ- 
ence of opinion existing as illustrated in 
this paper. 

In closing, may I suggest that in this 
matter of credit indigestion, we are 
facing a problem very similar to the 
medical problems involved in discover- 
ing effective remedies for mysterious 
diseases. You will remember that so long 
as malaria and typhoid were considered 
diseases transmitted by physical contact 
they were never conquered. I have the 
temerity to suggest that the “‘indirect 
method”’ is just as ineffective as was the 
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attempt to stop a yellow fever epidemic 
by isolating the sick patients and I 
assure you that when a new experiment 
is proposed that even makes a show 
of attempting to prevent this credit 
indigestion malady, my company and 
my department will be eager to par- 
ticipate. 

By way of postscript, I should indicate 
that this paper has attempted to deal 
only with Pyramiding of Consumer 
Debt; that | am not unmindful of many 
other features of this chaotic Consumer 
Credit field which need correction. 
Legislation is badly needed to bring 
Installment Credit and Small Loan 
Departments of Banks under the same 
provisions of law which have protected 
the customers of licensed small loan 
companies. 

The confusing varying methods of 
charging for consumer credit should be 
resolved into one uniform comparable 


method so that consumers can bargain 
for credit and let competition bring the 
cost down. Advertising, credit contracts, 
collection methods, all need regulation 
and supervision. 

There is no reason to be discouraged. 
Consumer Credit is a new instrument. 
We do not abolish the automobile be- 
cause it makes a shambles of our high- 
ways. Recently I heard a great speech 
by Barclay Acheson, associate editor of 
Reader’s Digest, in which he said: 

“Let us understand that our prob- 
lems today are real, but they are not the 
product of failure of free institutions, 
but the inevitable outcome of an ac- 
celerated pace of human advancement. 
The great problems that confront you 
are a composite of many little problems. 
It is the process of solving one little 
problem after another until the total 
problem is solved that has been the 
genius of our free country.” 


DISCUSSION: ALBERT HARING, Jndiana University 


The paper of Mr. Burr Blackburn shows 
a tremendous enthusiasm and confidence 
in personal finance companies and the serv- 
ices which they render. Many of the points 
made by Mr. Blackburn will not meet with 
universal approval but there is no oppor- 
tunity to make detailed comment here. 

Turning to the presentation of Mr. Otto 
C. Lorenz, it should be emphasized that 
most department stores sell upon a charge 
account plan and offer no discount for cash. 
Their regular prices include a mark-up to 
cover the cost of charge account credit. In 
analyzing department store installment 
credit charges, it is vital to consider the 
total credit margin, i.e., the special extra fee 
for the use of the installment plan and also 
the credit margin already in the price before 
adding the special installment fee. This situa- 
tion makes comparisons of installment sell- 
ing fees between stores selling upon a cash 
basis and aninstallment basis and those sell- 


ing upon a charge account and an instalment 
basis very difficult. 

The broad picture presented by the four 
papers would also appear to raise some prob- 
lems of social policy. It may be socially de- 
sirable to limit instalment selling and certain 
other types of consumer credit by means of 
a legal ceiling. Such regulation would tend 
to make overbuying less easy. Similarly, 
some system of total community credit con- 
trol may be socially desirable to hinder 
impecunious individuals from drifting into 
impossibly heavy loads of debt. Debt is an 
ancient problem and has always been unde- 
sirable. Today, it is possible that the tech- 
nique of extending credit has been perfected 
faster than the technique of controlling the 
total consumer credit granted to a family or 
individual. The facts presented this afternoon 
indicate clearly these broad social problems. 
It is to be hoped that more concrete plans 
for their solution will soon be forthcoming. 














“THE CONSUMER AND THE ECONOMIC ORDER” 
BY WAITE AND CASSADY, “CONSUMPTION 
IN OUR SOCIETY” BY HOYT’ 


HAZEL KYRK 
University of Chicago 


HE TWO books I am to discuss were 

grouped together because they 
seemed to be most similar in scope; the 
authors of both intended to cover the 
whole field of consumption or at least 
that part of it touching, or falling within, 
the broader field of economics. 

In my discussion of these books I do 
not propose to make a critical evaluation 
of the treatment of any particular topic, 
or of either book as a whole. Instead I 
propose to center my discussion around 
these questions: What is the authors’ 
concept of the field called consumption 
and of its relation to the field of eco- 
nomics? Do they attempt to cover the 
whole field and, if not, what selective 
principle do they utilize to hold their 
discussions together? These questions 
are, it seems to me, not only the most 
appropriate for discussion on this par- 
ticular occasion but also those that most 
fruitfully might be considered at this 
stage in the development of what is 
called “‘consumption” as a field for 
study, subject of courses, and descrip- 
tion of a body of literature. In my 
opinion unless we can show clearly the 
relation of this to other fields of thought, 
set forth some orienting and selective 
principle, and construct an underlying 
framework that will not crumble at a 
touch, the value of our courses, re- 
searches, and books will be relatively 
slight. 

1 The Consumer and the Economic Order, by W. C. 
Waite and R. Cassady, Jr., New York. McGraw-Hill, 
1939, PP- X, 389. 


Consumption in Our Society by Elizabeth E. Hoyt, 
New York: McGraw-Hill, 1938, pp. ix, 420. 


Under the guise then of a discussion 
of these two books I invite you to con- 
sider what is the proper subject-matter 
of a book on consumption or the con- 
sumer. Is our thinking here more certain 
or more sound than ten or even twenty 
years ago? Is the content of most dis- 
cussions of consumption still likely to 
be characterized as by Taussig as “‘an 
uncertain group of topics in which it is 
difficult to get beyond exhortation or 
platitude’”’? Do authors now find them- 
selves in the predicament in which 
Pierson alleged Gide found himself when 
he came to fill up the pages allotted to 
“Consumption” in his “Principles”? 

For an author’s own concept of his 
task, for the scope and fundamental 
subject-matter of his treatise one may 
look for what he may have to say about 
it in the preface, an introductory chap- 
ter, or elsewhere in the text. Or, one may 
gather it from the text itself—what he 
actually writes about. When the text is 
thus reduced to the bare bones of what 
it essentially is, an interesting divergence 
sometimes appears between avowed 
purpose and attained purpose, between 
stated scope and actual scope. The 
author and the critical reader may differ 
even as to the real problem discussed in 
each chapter and the appropriateness or 
accuracy of the chapter headings. Au- 
thors vary also in the degree to which 
they themselves point out breaks and 
transitions and the general character, 
as they see it, of their discussion, ante- 
cedent, subsequent, and in hand. 

It is interesting to note that in 1928 
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both Miss Hoyt and Mr. Waite pub- 
lished books by title as broad in scope 
as these under discussion—The Con- 
sumption of Wealth and Economics of 
Consumption. Mr. Waite and his co- 
author, Mr. Cassady, state that the 
volume being reviewed today began as 
a revision of Economics of Consumption, 
that it follows the same general plan, 
and includes some of the same subject- 
matter although greatly expanded and 
altered at certain points. They also say 
that publication under a new title was 
called for. They do not say why the new 
title was called for, a point of some in- 
terest in view of the questions we are 
raising. Was the new title necessary 
merely to differentiate the book pub- 
lished in 1928 from the one published 
in 1939? Or should we expect a different 
content in a book called, The Consumer 
and the Economic Order from one called, 
The Economics of Consumption? If so, 
exactly in what respects? 

Miss Hoyt does not state what rela- 
tion, if any, there is between her earlier 
book, Consumption of Wealth, and the 
later one, Consumption in Our Society. 
She would probably agree that in a sense 
the latter is a new edition of the earlier 
book, sufficiently different to warrant 
another title, sufficiently similar to make 
either title suitable for either book. Miss 
Hoyt it may be noted still uses ‘‘con- 
sumption” and not “‘consumer”’ as the 
key word to suggest subject-matter. Is 
this merely a matter of taste? Can the 
terms be used interchangeably? Or does 
each suggest a particular approach or 
particular subject-matter as would “‘pro- 
duction” and “‘producers’’? 

Let us look first not at what these 
authors say about their plan and purpose 
but at what they actually discuss and 
under what headings they discuss it. 
Miss Hoyt names and numbers what 
she regards as the main divisions of her 


subject. Part I deals with “Consumption 
and Choice’; Part II, “Consumption 
and the Exchange System’’; Part III, 
“Consumption and Its Measurement”; 
and Part IV, “Maximizing of Satisfac- 
tions.” Part II is the longest, covering 
approximately two-fifths of the book. 
The content of the fourteen chapters in- 
cluded she describes as consumers’ prob- 
lems related to production and distribu- 
tion inthe United States. Or, again using 
her own words, they are concerned with 
the exchange system as it reacts upon 
the consumer. Note that it is ‘the con- 
sumer” and ‘consumers’ problems” 
rather than “consumption” that seem 
to Miss Hoyt best to describe the subject 
of this section. Certainly this is the case 
in eleven of the fourteen chapters. 
Therein we find discussed ‘Consumers’ 
Sovereignty and Free Competition,” 
“Machine Industry” and its effects on 
the consumer, “Advertising and Ag- 
gressive Salesmanship,” ‘“‘Consumers’ 
Protection in the Market,” “Standardi- 
zation of Consumers’ Goods,” ‘“‘Con- 
sumers’ Credit,” ““Consumers’ Coopera- 
tives,” “‘Monopolistic Practices’? and 
“The Tariff” as consumers’ problems, 
and “Government Services to Con- 
sumers.”’ In three chapters in this section 
the subject is “consumption” —how it is 
affected by the distribution of income. 
One chapter is a general discussion of the 
effects of inequality upon the consump- 
tion pattern of a community. Another 
deals with the effect of a changing price 
level and of the business cycle upon the 
distribution of income and, therefore, on 
the quantity and character of consump- 
tion. The third raises the same question 
with respect to taxes and taxation 
policies as through prices of goods pur- 
chased or by direct income levies they 
variously affect income distribution. 
Miss Hoyt describes no other section 
of her book as dealing with the con- 
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sumer or consumers’ problems. Rather, 
as she states, they deal with consump- 
tion—what consumers do, why they do 
it, and what they should do. Part III 
is principally what they do, their be- 
havior expressed quantitatively in 
amounts consumed, or outlays for, 
various types and groups of goods—the 
measurement of consumption she calls 
it. Part I deals with why they choose 
what they do—the basic interests they 
express in their consumption choices and 
what determines their concrete ex- 
pression at any place or time. Here we 
have Miss Hoyt’s theory of choice—all 
too briefly stated, and merely stated, 
neither defended nor supported. 

The argument might be made that in 
the section called ““Measurement”’ there 
is material more relevant to the problem 
of choice than to that of measurement. 
There are two chapters on the standard 
of living as a sum of those satisfactions 
the consumer considers essential with 
“unity and organic harmony of its own.” 
The standard, Miss Hoyt says, is the 
cause and end of the scale or plane of 
living—that which is expressed in mere 
goods and services consumed, “things 
that can be measured.” Surely this con- 
cept should in some way be related to 
the other aspects of her theory of choice. 

Other sections of the section called 
“Measurement” might also quite prop- 
erly be considered as throwing light on 
choice, as indicating factors affecting or 
determining choice rather than merely 
showing what is chosen. “‘Measurement 
of Consumption” suggests description in 
terms of outlay for, or rates of purchase, 
or consumption of specific items or 
groups of items. By appropriate pro- 
cedures the relationship of these quanti- 
ties to an associated variable may be 
discovered. Miss Hoyt devotes a chapter 
to price and income elasticity of demand 
and elasticity of substitution, the rela- 


tion in other words of changes in price 
or income to outlay for, or rates of con- 
sumption of, various types of goods. 
She elsewhere discusses the effect of geo- 
graphical location, occupation, and race 
upon consumption. To express these 
relationships exactly we need, of course, 
quantitative data, but the fundamental 
problem is choice, the factors affecting 
choice. 

In the last section of her book Miss 
Hoyt, as was said, discusses maximizing 
of satisfactions. Her theory is that the 
road to maximizing satisfactions in con- 
sumption is analogous to the road to 
maximum returns in production. There 
are four fundamental factors in con- 
sumption: purchasing power, time, en- 
ergy, and a fourth by which these three 
are directed, combined, and utilized; 
that is, the capacity to make selection 
of interests or to make choices. Her road 
to maximization is, therefore, through 
increase in supply of the factors, increase 
in knowledge of alternative uses of the 
factors, expanding appreciations, and 
balancing of choices. 

Let us now turn to the other book 
under review and through the authors’ 
selection and organization of their sub- 
ject-matter ascertain what they conceive 
to be their fundamental problem and the 
scope of their discussion. Mr. Waite and 
Mr. Cassady do not formally divide 
their book into parts or sections or indi- 
cate what in their minds were the main 
divisions into which the twenty chapters 
beyond the introduction fall. To the 
reviewer the material covered seems to 
fall mainly into two sections but this 
grouping means a shuffling of the chap- 
ters and bringing together under one 
general heading some that are widely 
separated in the book. 

Eleven chapters may, it seems to me, 
be characterized as dealing with the con- 
sumer, his place in our economy and his 











114 


THE FOURNAL OF MARKETING 





problems as purchaser. These are Chap- 
ter II, “The Organization of the Eco. 
nomic Order”; VI, ““Monopoly and the 
Consumer’; VII and VIII, “Consumer 
Protection”; XI, ‘Demand Manipula- 
tion and the Consumer”; XIV, “Con- 
sumers’ Purchasing Habits and the 
Marketing System”; XV, ‘‘Retail Prices 
of Consumers’ Goods’; XVI, “‘Invest- 
ment and Insurance’; XVII, “The 
Problem of Purchasing Consumers’ 
Goods”; XVIII, ‘Consumers’ Coopera- 
tion”; and possibly XX, ““The Consumer 
and National Policy.” 

Seven other chapters deal not so much 
with consumers’ problems as with con- 
sumers’ behavior, with consumption in 
other words. Clearly in this category it 
seems to me are Chapters IX, “The 
Choice of Goods,” emphasizing the 
principle of “‘diminishing marginal util- 
ity”; X, “Elasticity of Demand”; XII, 
“Studies of Family Expenditures” 
wherein is discussed mainly “elasticity 
of consumption,” the relationship be- 
tween expenditures and income; and 
XIII, “Variations in Consumption,” 
variations in the form of style changes, 
cyclical and other changes over time, 
variations between places and income 
classes and in standards of living of 
individuals and groups. Chapters III, 
IV, and V all have to do primarily with 
the effect of the distribution of income 
upon consumption, the effects in general 
of marked inequality and in particular 
the changes in the amount and character 
of goods consumed resulting from the 
alterations in the income structure con- 
sequent upon changes in the general 
price level or a business depression. 

The last chapter and the third from 
the last chapter in this book fall into a 
special category. One deals with ““The 
Population Problem,” the relation be- 
tween scarcity, diminishing returns, and 
levels of consumption; the other, called 


‘““A Critique of Consumption,” is con- 
cerned with the road to improvement. 
Possibly the intervening chapter, “The 
Consumer and National Policy,” should 
be included here also. 

So much for what these authors did 
in terms of the general character of the 
material presented and matters dis- 
cussed. It will be noted that if the at- 
tempt were made to fit Waite and Cas- 
sady’s chapters into Miss Hoyt’s general 
scheme they would fall in the main into 
the two sections she calls ““Consumption 
and the Exchange System”’ and “Con- 
sumption and its Measurement.” The 
last three chapters of the Waite and 
Cassady book might be said to deal with 
“Maximizing Satisfactions,” and one by 
title deals with ““The Choice of Goods.” 

Let us now look at these authors’ 
statements in regard to what they pro- 
posed to do, their concept of the scope of 
the field, the selective principle used, 
their formulation of fundamental prob- 
lems, and the relationship of these prob- 
lems to economics or other background 
fields. In the first place it seems clear by 
explicit statement or by implication that 
these authors are writing as economists 
and that they consider themselves as 
dealing in the main with economic prob- 
lems or applying economic principles. 
Miss Hoyt is perhaps the more explicit. 
In her introductory chapter discussing 
the reasons for the slow development of 
consumption study, she gives as one rea- 
son “‘the tardy accumulation of materials 
for its study by economists themselves,” 
and as another that “consumption deals 
with more difficult and delicate matters 
than other branches of economics.”’ The 
first paragraph of her preface ends with 
the question, ““To what extent can eco- 
nomics guide us in making such choices 
(consumption choices) and adapting our 
scarce resources to our ends?”’, and the 
second begins with the statement, ““This 
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book is a partial answer to these ques- 
tions.” The reader then is to judge from 
the content of the chapters that follow, 
but I wish Miss Hoyt had not left us in 
deubt in regard to her opinion. Can eco- 
nomics guide us in making our consump- 
tion decisions? If Miss Hoyt had cited 
from her book one chapter, paragraph, 
or sentence illustrating such guidance, 
the issue could be faced in specific rather 
than in general terms? Can economics 
guide us in adapting our scarce resources 
to our ends, the second part of her 
rhetorical question, is either a repetition 
of the first part or a question that in an 
exchange economy raises entirely differ- 
ent issues. Surely she would not imply 
that the economists have neglected this 
question, if it is not merely repetition, or 
that their answer is a “branch” of eco- 
nomics rather than economics itself? 

It is difficult to find or piece together 
a statement by Mr. Waite and Mr. Cas- 
sady making clear their position on the 
questions raised. In his preface to his 
first book Mr. Waite said that he had at- 
tempted to gather together the scat- 
tered discussions of the various aspects 
of consumption from economic litera- 
ture, supplement it where necessary, and 
present it as a related whole. He also de- 
scribed that book as an attempt to give a 
grasp of the economic principles under- 
lying the problems of consumption as 
they arise in the existing order. In the 
preface to this book the authors say: 
“In many texts the broad character of 
consumer problems has not been suffi- 
ciently shown,” and in the introductory 
chapter, “The treatment of consumption 
in this study is very broad.” “‘Considera- 
tions of human welfare,” they say, “can- 
not be avoided in a comprehensive 
study of consumption, and, in conse- 
quence this strictly economic study is 
expanded to include portions of the 
problems involved in the other ways of 


considering consumption.’ However, 
they immediately add that these are in- 
cluded always “with a view to explaining 
or clarifying certain aspects of the mone- 
tary relations of the problem.” They also 
say that economists have little to say 
concerning the proper administration of 
the individual income. The implication 
is that they, therefore, being economists 
will have little to say on this subject but 
will confine their discussion to “the eco- 
nomics of consumption from a social 
point of view.” This they say is concerned 
with three major problems: (1) the sta- 
tus of the consumer in the existing 
economic order; (2) the manner in which 
goods are chosen and the economic re- 
sults of these choices; and (3) the relation 
of human welfare to wealth or desirable 
and undesirable modes of consumption. 
This latter is included because it im- 
pinges in an important way on economic 
activities. 

Thus it would appear that Mr. Waite 
and Mr. Cassady although characteriz- 
ing their discussion as broad tried to 
limit it to those matters with which 
economists properly concern themselves. 
They also, it would appear, are as much 
concerned in bringing out the way con- 
sumption affects other economic inter- 
ests as the way economic situation af- 
fect consumers. Miss Hoyt on the other 
hand is concerned with making the in- 
terests of consumers “‘the touchstone by 
which the value of all existing economic 
phenomena are to be tested” and the 
“point of departure in developing new 
theory on a broader basis than the old.” 
Miss Hoyt would emphasize seemingly 
the improvement that would be made in 
general economic thought by the study 
of consumption, and Mr. Waite and Mr. 
Cassady would emphasize rather the im- 
provement that would be made in the 
thought of those interesting themselves 
inconsumption by the study of economics. 
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An interesting contrast also appears in 
these authors’ concepts of what is the 
fundamental consumption problem and 
by implication around what the study 
of consumption should center or what 
should be its aim. Again Miss Hoyt is 
more explicit. Consumption, she says, 
may be called the study either of choice 
or of use—what we choose to use. “The 
great aim and end of the study of con- 
sumption is the problem of maximizing 
satisfactions.”’ “‘Approaches from the 
point of view of production and distri- 
bution have sometimes been presented 
as theories of maximizing satisfactions,” 
she says, “‘but no one could seriously call 
a theory of more efficient production a 
consumption theory.” “Consumption 
theory is also much more than a theory 
of distribution.” ““The main problem of 
consumption is not how income is di- 
vided, but how it is used.” 

Mr. Waite and Mr. Cassady upon the 
other hand in their first chapter say, 
“The study of consumption should begin 
with production and distribution as a 
point of departure.” In Chapter III they 
put it more strongly: ‘““The consumption 
problem cannot in consequence be un- 
derstood without a knowledge of the dis- 
tribution of incomes.” “Individual con- 
sumers,” they say, “‘are aware of a 
consumption problem largely because of 
the limitation on consumption which is 
imposed by lack of funds.” One may ask, 
however, whether it is not the duty of 
economists and especially of those writ- 
ing On consumption and consumers’ 
problems to make clear to individuals 
what as consumers their problems are. 
This is assuming that as consumers they 
have problems that can be distinguished 
from their other economic problems—as 
producers, sellers, income recipients—or, 
in other words, that there is a consump- 
tion problem distinct from the economic 
problem in general. I cannot discover ex- 


actly what Mr. Waite and Mr. Cassady’s 
position is on this point. In their final 
chapter they say that the limited money 
incomes of certain groups is not a “‘con- 
sumption problem but rather a problem 
in welfare economics.” In the first para- 
graph of this chapter they say, ““The so- 
lution to the consumption problem is not 
to be found in a redistribution of income 
—a sharing of wealth—but a larger total 
volume of production. This cannot be 
too strongly emphasized.”’ The consump- 
tion problem, therefore, seems to be scar- 
city, and again we may ask what is the 
economic problem. 

Who then is right? Have individuals 
as consumers distinctive economic prob- 
lems? If so, what are they? Have con- 
sumers other problems? Who can give 
assistance in dealing with them? Is the 
study of consumption co-extensive with 
the study of consumers’ problems? If not 
with what other matters does it deal? 
Is it a branch of economics, developed or 
being developed? If not wholly, does it in 
part fall within the scope of economic 
study? Does the improvement of con- 
sumption habits or the maximizing of 
satisfactions fall within the realm of the 
economists’ special competence? Is the 
maximizing of satisfactions synonymous 
with the improvement of consumption 
habits? Is the study of the why’s and 
wherefore’s of choice a part of the study 
of consumption? If so, has the statistical 
method any usefulness in this connec- 
tion? Applied to what data? Or is the 
problem a psychological one? If so, is the 
approach by laboratory or experimental 
methods? Or, as Miss Hoyt argues, must 
these problems be studied in a cultural 
setting and is the approach through an- 
thropology and culture history? Has 
Miss Hoyt herself mapped out for us a 
sound theory of choice which can con- 
stitute the basis for further study? 
Where if at all does ‘the economist’s 
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famous analysis of the balancing of de- 
creasing marginal utilities,” to use Miss 
Hoyt’s phrase, come into the picture? 
“This process,” she says, “goes on more 
or less unconsciously in every household 
with regard to every main budget classi- 
fication against every other and with re- 
gard also to every single purchase 
against its various alternatives. The study 
of consumption gains nothing in particu- 
lar from further description of it, and dis- 
cussion of it is chiefly of value in analyz- 
ing influences affecting market prices.” 
Mr. Waite and Mr. Cassady on the other 


hand make it the center of their discus- 
sion of choice. “The principle of dimin- 
ishing marginal utility is very helpful,” 
they say, “‘in pondering the problem of 
choice.”” What is the problem of choice? 
Until this is properly set for our “‘pon- 
dering” the approaches that will prove 
most fruitful will remain unclear. 

If and when those responsible for and 
interested in the growing literature on 
“consumption” gather together again, 
may I urge that some of those unsettled 
questions be made the subject of discus- 
sion? 


DISCUSSION: ELIZABETH E. HOYT, Jowa State College 


To discuss the relationship of economics 
and consumption we must first, of course, 
be clear as to what definition of economics is 
to be used. Most definitions turn out to be 
confusing if they are subjected to close 
analysis. I shall attempt to show how, with 
one particular definition of economics as 
our starting point, we have one way of stat- 
ing how economics and consumption may 
be related. My approach will at least give 
us one interpretation of relationship with 
which other possible definitions and inter- 
pretations may be contrasted and compared. 

Robbins defines economics as the science 
which studies human behavior as a relation 
between ends and scarce means which have 
alternative uses. Such a definition unquali- 
fied gives to the field in one respect an im- 
mense scope which many people, including 
Robbins himself, I dare say, would deny to 
it; but if we accept the definition we find 
ourselves in a fairly clear-cut position. Rob- 
bins also makes plain that to his mind eco- 
nomics does not arbitrate between ends as 
such. In the production field, economics 
would say if your end is to maximize returns 
from land you should act in one way, if your 
end is to develop infant industries you should 
do something else. In the distribution field, 
economics would propose one procedure to 
achieve the end of more equal distribution 
and another procedure to achieve the end 


of greater returns to entrepreneurs. So in 
consumption, economics would advise us to 
use scarce resources in one particular way 
to maximize health and in a somewhat dif- 
ferent way to maximize opportunities for 
education. With such a definition as that of 
Robbins’ the place of economics would be to 
accept whatever purpose one chose to set 
up, to analyze the situation to which it 
applied, and to present in terms of the use 
of scarce resources the most economical way 
of achieving it. 

It is obvious that the analysis of situations 
and the study of means to achieve ends in 
the consumption field will involve the use 
of subject-matter backgrounds and of tech- 
niques different from those hitherto ordi- 
narily used in economics. 

Now we come to a different point. Al- 
though Robbins’ definition seems to be clear 
so far as it goes, it appears to me necessary 
to point out that in my opinion there is a 
certain unstated truth that affects its ap- 
plication so far as ends are concerned. Eco- 
nomics does not arbitrate between ends: 
this implies, I take it, that economics does 
not arbitrate between competing ends, and 
assumes, probably, that all ends involving 
the use of economic resources may, under 
some circumstances at least, be competing 
ends. This assumption needs to be qualified. 
Most ends may compete, but this is because 
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they are one-sided and partial ends. The end 
of increased production in England com- 
petes with the end of increased production 
in Germany and the end of increased health 
may compete with the end of increased 
education, but that is because these ends 
are one-sided and incomplete. They are on 
the same plane. But if we step to another 
level and state our end in production as 
increasing production in the world as a 
whole, or our end in consumption as maxi- 
mizing satisfactions,! these ends compete 
with nothing on the same plane as themselves. 
They are absolutes, wholes in themselves, 
and if you dismiss them as ultimate ends it 
will not be because they compete with others 
but because they appear to you too unrealis- 
tic to be meaningful in a practical world. 
The end of maximizing satisfactions, in 
particular, may appear too big to be grasped, 
too indefinite to present a field for research, 
and too hazy to lend itself to intellectual 
synthesis. But a goal is no less a goal because 
it must be seen in terms of need for analysis 
of it rather than in terms of assured action 
or policy directed toward it. 

This brings us to one of the chief practical 
difficulties we face in pursuing a universal 
end. To see an end in terms of need for 
analysis of it rather than in terms of assured 
action or policy directed toward it is for 
many people a difficult thing to do. It is the 
more difficult because progress in analysis 
itself depends on our setting up competing 
theories and often proposing actions or 
policies which we must try out as tentative 
or partial ends. Such theories or tentative 
ends for maximizing satisfactions might be, 
for example, a diversity of economic inter- 
ests; better nutrition; better housing. There 
is always a danger that we become wrapped 
up in our tentative or partial ends and so 
attached to them that we fail to see that 
there are other tentative and partial ends 
with which they compete: as the use of re- 
sources for improving nutrition might com- 
pete with the use of resources for improving 
housing. As a result of this attachment to 
a particular end it follows that, instead of 


1 This use of the term satisfactions to me does not 
imply an acceptance of hedonism. 


using these partial ends as a means for ad- 
vancing our analysis of the basic situation 
and being ready at any time to modify or 
drop them, we cling to them as values in 
themselves; thus they hold us back. We 
need continually to be reminded that every 
non-universal end must be essentially a tool 
for analysis in a larger field. 

This emphasis on analysis leads to other 
questions raised by Miss Kyrk which relate 
to analysis in specific aspects of consump- 
tion. We cannot get far toward an under- 
standing of the implications of maximizing 
satisfactions until we understand how 
choices are made. I should like to call par- 
ticular attention to Miss Kyrk’s questions 
on the problem of choice. She asks, for ex- 
ample, if we have a sound theory of choice 
which can constitute the basis of further 
study. Sound or not, our theories as to why 
men choose are certainly very incomplete. 
In the present state of knowledge how much 


further is it possible to go? What kinds of 


research will be most likely to yield the re- 
sults that will test our theories, or, more 
important still, give us further theories on 
which to proceed? To my mind this question 
is the single most important one of all those 
suggested by Miss Kyrk’s paper. 

It continues to appear to me that the 
single most likely way to approach an under- 
standing of choice-making is through studies 
in cultural settings different from our own, 
cultural settings which we can approach 
with a maximum of objectivity. We assume 
that the basic principles of choice-making 
are the same in all cultural settings, but 
aspects of choice-making which we pass over 
or do not see at all in our own culture may, 
in an unfamiliar setting, be revealed or 
thrown into relief. Thus we may be led to 
the uniformities which underlie the choice- 
making of all peoples. Since many of you 
here are interested primarily in marketing, 
I would suggest specifically that I think 
very considerable contributions to consump- 
tion study can come through marketing re- 
search connected with the introduction of 
new goods to peoples of a culture different 
from our own. In Mexico, for example, what 
accounts for the singular success of the sew- 
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ing machine? What efforts have there been 
to introduce new goods which have been 
notable failures? How much does marketing 
success have to do with marketing methods 
and how much with the nature of the good 
itself and its relation to existing situations? 

I am inclined to think that the theory of 
gestalt psychology, which has hitherto been 
applied in much simpler problems, has undis- 
covered possibilities in relation to the choice- 
making process. Most choices are made in 
relation to already established configura- 
tions or to future goals, and the increased 
or decreased satisfactions they introduce are 
derived not merely from the particular good 
or service chosen but also from the changes 
in one or many total situations which are 
thus brought about. The “other things re- 
maining equal” of traditional marginal 
utility analysis is in life never the case. Folk 
wisdom tells us that the loss of a nail may 
be the loss of a kingdom and one straw may 
break a camel’s back; and we economists 
having learned to reason without such real- 
ism must now learn to reason with it. 


For the discussion of many problems like 
these marketing and consumption econo- 
mists both would do well to meet with psy- 
chologists, and it might pay us to meet with 
anthropologists also. The problems involved 
in the nature and furtherance of satisfactions 
are the most complex ones we have, and they 
involve many disciplines. It is a significant 
and wholesome sign that this, the first 
nation-wide meeting of persons interested 
in consumption research, should be a joint 
meeting with another group with whose 
interests and knowledge ours are inter- 
mingled. It is through such contacts and ex- 
change that the broader aspects of our prob- 
lems are appreciated. 

Like Miss Kyrk I am ending on questions 
not on answers. But I think she would agree 
that few answers are yet to be had, and in 
the early stages of the development of a field 
the most important thing is to have discus- 
sion as to what the main problems are, a 
more general understanding of what they 
imply and some closer degree of formulation 
of possible means of attacking them. 


DISCUSSION: RALPH CASSADY, JR., 
University of California at Los Angeles 


As Professor Kyrk has suggested, the 
subject of consumption has many perplexing 
aspects. Its very definition presents diffi- 
culties. Since we know that production has 
to do with the creation of utilities, we would 
assume that consumption has to do with the 
using up of want satisfying goods and serv- 
ices. But this definition of consumption 
appears to be much too narrow. For one 
thing, the actual selection of goods for use 
must be accomplished before the using 
process begins. This phase of activity often 
is considered part of what is known as 
consumption. For another, one wonders how 
far one may go in the direction of pondering 
the underlying causation of choices and still 
remain within the field of consumption. To 
complicate the matter even further, the 
acquisition and subsequent use of goods and 
services is so utterly dependent upon pro- 
duction that one problem of consumption 


must be approached in the primary stage 
of economic activity before the consumption 
process actually begins. In other words, an 
increase of goods available for consumption 
actually is a production problem. It is, 
indeed, extremely difficult to delimit the 
field of consumption. It must be admitted 
these authors so far have been able to offer 
little in the nature of a definitive treatment 
of the matter. Perhaps exact delimitation is 
impossible. 

“If consumption is viewed not only eco- 
nomically but also ethically and psychologi- 
cally as the end of activity, it appears that 
consumption is practically synonymous with 
the whole of man’s activities, that it is his 
way of life.”* Consumption thus is viewed 
very broadly. When the authors used the 
term “broad” in describing the analysis 


1 Paul Homan, “Consumption.” Encyclopaedia of the 
Social Sciences. Vol. 4, p. 293. 
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presented in their book, however, they 
meant to convey a somewhat different no- 
tion. They did not mean necessarily to imply 
that the study called into play findings in 
the several fields of knowledge. They meant 
merely that the economic approach was 
employed in its broadest sense; in short, that 
they were dealing essentially with political 
economy rather than with household manage- 
ment. This accounts for the title given the 
book. The volume was conceived literally 
as an exposition of economic phenomena as 
they impinge upon man in his consuming 
activities. One must admit that the field of 
consumption cannot be completely covered 
even though the treatment of a study be 
broad in the economic sense. 

Aside from the question of the scope of 
consumption, one of the major difficulties in 
the field lies in the fact that in this phase of 
economic activity, unlike the production 
side of the picture, the most revealing results 
cannot be measured in monetary terms. 
That is to say, when dealing with consump- 
tion the end product is expressed not in value 
terms but in terms of satisfactions. This sug- 
gests that the key to Professor Kyrk’s 
problem—that of arriving at some theory of 
consumption—may be found in the field in 
which she enjoys exceptional competence, 
that of standard of living. In this field these 
authors have thus far done little. This, 
then, would appear to be the opportune 
time to indicate some directions in this 
phase of economic behavior. 

As those who have attempted it know, the 
concept of the standard of living is exceed- 
ingly difficult to ponder. This is so in part, 
at least, because of its high degree of sub- 
jectivity. In its present stage of development 
when one approaches the subject one rapidly 
enters the realm of conjecture. Ordinarily 
one thinks of a scale of living as a level of 
life as manifested in an actual pattern of 
expenditures. A scale of living then is ex- 
pressed in terms of expenditures for goods 
and services. The standard, on the other 
hand, is quite subjective. It is expressed in 
terms of satisfactions, and involves the no- 
tion of essentiality. The standard of living, 
individual or social, may be described as a 


group of satisfactions which are considered 
essential by the person or group involved. 
The standard of living, to use the terms of 
one author, is the “... power to which we 
defer unconsciously in every choice we 
make....°" 

The term does not necessarily connote 
immediate indispensability, however. While 
we must admit that the minimum standard 
of an individual or group may be determined 
by those things to which consumers have 
become accustomed, one can argue for a 
somewhat broader concept which takes into 
account things toward whose attainment 
consumers will strive. This view of living 
standards is even less definitive, much more 
tenuous than the narrower concept, but in 
some ways is more helpful to constructive 
thinking. It must not be thought that stand- 
ards thus viewed are made up of mere wish- 
ful thoughts. On the contrary, they may be 
in the nature of groups of positive desires. 
The Mexican Indians, though cognizant of 
many of the worldly goods which we enjoy, 
probably are not particularly ambitious to 
acquire them. This lack of interest may be 
due to a lack of intellectual development, 
an absence of faith in their own ability to 
acquire more, or an absence of accouter- 
ments essential to the utilization of certain 
kinds of goods. Thus the Mexican Indian 
standard of living is said by some to be “low.” 

According to this broader view, a person 
or people could have a so-called high stand- 
ard of living with little immediate oppor- 
tunity of translating it into an actually high 
scale. One need not be used to excellent food 
or a fine home in order to strive for either. 
One certainly need not be used to security 
in order to fight for it. The very fact that 
one’s life is insecure may be the very reason 
for the intense desire to escape from it. The 
broader concept of living standards may 
explain the typical American’s propensity 
to acquire increasing amounts of goods and 
services rather than to be satisfied with those 
to which he has become accustomed. This 
concept, in other words, looks to levels not 


2 E. T. Devine, The Normal Life (New York, 1924), 
p. 129, 
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yet reached rather than to the maintenance 
of levels already attained. 

Standards of living then are made up of 
groups of values. For example, sensory inter- 
ests may be very important at the expense 
of (say) intellectual interests. The underly- 
ing factors determining the degree of im- 
portance of each interest are hereditary and 
environmental. The combinations and per- 
mutations arising out of the variations in 
the intensity of various instincts and drives 
—hunger, sex desires, gregariousness, for ex- 
ample—combined with such environmental 
factors as education, family living conditions 
and everyday contacts probably are infinite. 
The results of any one influence alone is diffi- 
cult enough to predict. For instance: who 
knows whether a boy reared in a poor east- 
side family will have a “low” standard of 
living (because of the poor living conditions 
to which he has become accustomed), or will 
have a “high” standard (because he hates 
his environment and is ambitious to rise 
above it). Indeed—to know why a person 
reacts the way he does, one would have to 
know that person’s entire life and his par- 
ents’ lives, and the lives of every one he had 
ever met. One would have to know every 
word ever said to him, every word he’d ever 
said, what he’d seen, read, thought about, 
done, even what kind of food he’d eaten.* 

As has been suggested, standards of living 
often are designated as “high” or “low,” but 
if care is not given in utilizing such designa- 
tions a great deal of difficulty may be en- 
countered. A standard is “...a definite 
level... which is proper and adequate for 
a given purpose.’* Thus some more or less 
arbitrary basis of measurement must be 
provided if one is properly to utilize the 
designations “high” or “low” to describe 
living standards. Thus, a standard may be 
high which includes a large amount or 
variety of goods and services; or, on the other 
hand, this designation might be utilized to 
indicate a desire for a smaller amount of 
high guality commodities. The designation 





* To paraphrase the philosophizing of Dr. Ditten in 
Ethel Vance’s Escape, p. 253. 

* Webster's New International Dictionary, 2d ed., Un- 
abridged. 


may not refer to either of these, however, 
but may imply the adequate meeting of 
some much more definite test. Thus in foods, 
for example, a certain number of calories is 
said to be necessary to continued health, 
and in clothing and housing certain minima 
are thought to be required for health, de- 
cency and self-respect. A “high” standard, 
consequently, would be one aimed to meet 
or exceed the level set. The designation 
“high,” furthermore, might refer to a stand- 
ard calling for a scale leading toward a large 
amount of intellectual or aesthetic develop- 
ment. The term thus used would imply that 
wants are scaled high to low and that the 
non-sensory type are at the top. 

Thus for some security is the very essence 
of a happy life; for some, surely, leisure for 
the purpose of entertainment is of greatest 
importance; for others the acquisition of 
goods for purposes of conspicuous consump- 
tion is of first concern; for still others intel- 
lectual development is the dominant factor. 
Goods and services are acquired by consum- 
ers in varying amounts to fulfill any one or 
more requirements. Each, according to his 
set of values, strives for the attainment of 
the satisfactions which are to him most im- 
portant. One may purchase a home for pro- 
tection against the elements, to impress his 
associates or friends, for the sense of security 
resulting from the investment, etc. Satisfac- 
tions of varying types may be derived in the 
purchase of the great list of goods and serv- 
ices offered the consumers. 

Unfortunately, scales of living as such 
may offer little aid in determining standards. 
To illustrate: a young medical student may 
have a set of values quite different from that 
indicated by the expenditures made possible 
by his present income. A certain scale of 
living (as indicated by one’s present expendi- 
tures) may reveal very little in the way of an 
intellectual interest when actually the indi- 
vidual whose scale is analyzed is a vora- 
cious reader of /ibrary books, an avid audi- 
tor of radio concerts, a frequent visitor to 
free art galleries. On the other hand, an 
individual with a newly acquired large in- 
come whose intereststare exceedingly cir- 
cumscribed may, because of the pressure 
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from luxury salesmen, produce an expendi- 
ture pattern indicating an imputation of 
great value to the so-called finer things when 
such is not the case at all. Expenditure pat- 
terns in themselves, then, reveal little accu- 
rate information as to standards of living. 

Any method devised for the purpose of 
measuring living standards is likely to pos- 
sess serious flaws. What one should attempt 
to get, of course, is some notion of satisfac- 
tions sought rather than the goods for which 
expenditures are made. One may get some 
slight hint as to group values in any com- 
munity from estimates of the proportion of 
expenditures made for each commodity and 
service group going to satisfy the several 
instinctive or acquired human “cravings” in 
that area. Indeed, a recent study by Profes- 
sor Edward L. Thorndike® based on this 
method has thrown some light on the Ameri- 
can standard of living. As a result of this 
survey an interesting analysis is available 
of the ultimate desires toward which con- 
sumers are presumed to have aimed in the 
expenditures actually made. This psycholo- 
gist, by means of a jury system, has allo- 
cated the proportion of each group com- 
modity expenditure to each of the basic 
“cravings” or desires of mankind. For ex- 
ample, of the eight billion dollars spent for 
clothing in the United States in 1929, part 
was expended for protection against cold, 
part for a happy sex life, part for the ap- 
proval of others, etc. A similar allocation 
can be made for each of the groups of goods 
and services—food, home, travel, religion, 
physician’s services, etc.—for which the con- 
sumers expend their income. Classifying the 
24 fundamental or basic desires into several 
main groups, a picture of the relative impor- 
tance of subsistence, pleasures, security, 
approval, etc., as manifested by expendi- 
tures is revealed.® 


5 Edward L. Thorndike. “What do we spend our 
money for?” The Scientific Monthly, Sept., 1937, pp- 
226-232. 


6 The results follow: 
Subsistence (hunger appeasement, sleep, 
sex relief) 
Pleasures (of the senses including love life, 
pleasures of the intellect, and social 
entertainment) 


31.6% 


25.9 


Any inferences drawn from the data de- 
rived from such an analysis may be at least 
partially vitiated by several limiting fac- 
tors: 1. Since savings are not included as 
expenditures, less than the proper amount 
of emphasis is given to economic security. 2. 
Intellectual development is given little at- 
tention for the reason that expenditures for 
this purpose are largely of a social character. 
3. (And this is very important) standards 
manifest themselves in production as well as 
consumption, and definite satisfaction may 
be derived from the more than usual amount 
of leisure, pleasant nature or creative oppor- 
tunity offered by a particular occupation. 
The method is ingenious, however, and the 
results of the study, despite limitations, are 
very suggestive. What is more, not all of 
the limitations mentioned are inherent in 
the method. 

The phase of consumption discussed at 
length above is well worth pondering since 
it has many very practical implications. 
For one thing, the standard of living of a 
community has an important bearing on the 
population of that community. In fact, one 
of the pioneer thinkers in the field defines a 
living standard as “... the scale. . . which 
the average individual of any group con- 
siders preferable to marriage, or which he 
must be sure of maintaining before he will 
marry and undertake the support of a 
family.’’? This implies, of course, some con- 
trol over the size of a population by those 
whose scales of living are inadequate to meet 
the standard established. 

Standards of living also may have a defi- 
nite bearing on the amount and types of 
goods which a group (if able!) may be wi/ling 
to purchase. It is conceivable, for example, 
that a group looking toward increased 
worldly pleasure as an end rather than secu- 





Security 13.0 
Approval—social and self 11.3 
Comfort and reduction of pain 8.0 
Benevolence 7.2 
Mastery or dominance 3-0 





100.0% 


7 Thomas Nixson Carver. “Standard of Living, The 
Encyclopedia Britannica, vol. 21, p. 308. 
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rity (say) may be quite willing to continue 
to purchase time and energy saving goods 
while eschewing insurance and annuity 
policies. This suggests the important fact 
that the standard of living as well as income 
has a part in determining the volume of 
savings. Finally (to suggest only a few of 
its many practical aspects), one cannot read 
studies of crime and delinquency without 
concluding that standards of living have a 
great influence on the number of moral dere- 
lictions in modern society. Some of these 
implications of course will have particular 
pertinence to those outside the field of eco- 
nomics. 

The question as to whether the improve- 
ment of consumption habits or the maximiz- 
ing of satisfactions fall within the realm of 
the economist’s special competence is still 
to be answered. If by this question is meant: 
“Can the economist aid directly in improv- 
ing consumption,” the answer is “No!” The 
economist—the economist as such, certainly 
—investigates and draws conclusions regard- 
ing factual evidence. He may go beyond this 
to say: If you do such and such a thing the 
consequences will be thus and so. But 


strictly speaking that is all. His findings may 
be valuable, however, since they may be 
used by administrators or legislators in im- 
proving a particular situation. If the econo- 
mist reveals through study that chain store 
prices are lower than independent prices 
(say), the influence of his tindings may be 
quite substantial. He may even criticize 
legislation designed to affect adversely such 
efficiency advantages. He may not, however, 
direct purchases in any specific way, since 
this would be dictating choices. The econo- 
mist realizes that maximizing satisfactions 
is an individual matter, and cannot be 
effected wholesale. In short, the economist 
can throw light on our economic system, and 
indicate the various economic phenomena 
which may affect the consumers’ activities. 
This the authors have tried to do. As Professor 
Kyrk has suggested, however, there is indeed 
still much to be done. What is needed, prob- 
ably, is an institutional study carried on by 
cooperating economists, psychologists, an- 
thropologists, physiologists, et al. Perhaps 
then some of the “unsettled questions” of 
which Professor Kyrk speaks may not only 
be talked about but answered. 














MARKETING REWRITTEN FROM THE 
CONSUMER'S POINT OF VIEW 


H. W. WIDENER 
University of Buffalo 


HE TWO Books! for this review deal 
Trith marketing practices and buying 
motives and not with economic theory 
and its systematic application. Both 
books represent an attempt to rewrite 
the extensive body of consumer-market- 
ing literature from the consumer’s point 
of view. 

In both books there is inevitably 
much sound marketing material and 
many observations that consumers 
might profitably think about. Both have 
rendered a real service, moreover, by 
drawing together and summarizing a 
large body of critical matter from a great 
many interesting though at times dubi- 
ous sources. In this way they will serve 
as a warning, to the more backward type 
of enterprise, that public animosity will 
always assert itself if aroused. 


On the other hand, careful reading of 


these works will reveal to many a mar- 
keting authority a number of things 
which he had “‘never known before,” and 
which he will mark as perspicacious er- 
rors when he does encounter them. Dr. 
Coles states: 


“Producers often find that goods which do 
not sell readily are quickly bought by con- 
sumers if they are advertised and a higher 
price is charged for them” (p. 438). 

Students of advertising are taught in 
their professional schools that they do not 
need to know anything about the goods con- 


cerning which they write copy” (p. 427). 


. Comrammerrs and the Martct by Marwaret G. Reid, 


New York: F. S. Crofts & Ca, Inc. 1938, pp. XIV, 
Tie Comswmer-Baver and thhe Marte bv Jessie V. 
Coles, New York: Johan Wiley & Sons, Inc. pp. XVIII, 
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“Elimination of inefficient middlemen by 
licensing would help safeguard the public 
against high failure rates, and, therefore, 
high costs” (p. 150). 

“ |. ideally the duty of the salesperson 
should be limited to the display of goods and 
to giving information about qualities, leav- 
ing consumers free to make their own 
choices” (p. 380). 

“* ... the consumer is likely to be disap- 
pointed when he seeks adjustment”’ (p. 404). 


Dr. Reid asserts the following: 


} 


“Vested interests of all kinds in various 
ways dominate what is taught in classes at 
all levels of instruction” (p. $43). 

“From the standpoint of the public, 
rackets and trade associations may have 
somewhat the same effect, namely higher 
prices” (p. 475). 
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dishonesty and similar evils would seem 
to be just as characteristic of consumers 
as they are of sellers, and all these evils 
are to be attributed to human nature, as 
far as the reviewer is aware, rather than 
to the system of private property. 

If only the two books now under dis- 
cussion were centered upon these gen- 
eral assumptions, the following review 
would have to be rewritten. 

Both Dr. Reid and Dr. Coles have 
based their work upon the assumption 
that there is a fundamental “conflict of 
interests” between business men and 
consumers. Dr. Reid says there are con- 
flicts ‘“‘between consumers and all sell- 
ers’”’ (p. §8). And she adds: 


ac 


...many sellers find it profitable to 
cheat, lie and deceive. All too commonly a 
full measure of service is rendered only if 
and when the buyer is fully informed of 
prices and qualities, and when he is wise in 
the cunning of the market. Production for 
profit has increased. Producers are now fur- 
ther removed than ever from the final user 
of their goods and, as a consequence, have 
more and more tended to lose sight of their 
true function. To them production, all too 
frequently, is seen only as a source of income. 
To them prosperity is to be reached through 
scarcity rather than through plenty. The 
service they render consumers is of minor 
consequence”’ (p. I). 


Dr. Coles writes: The “conflicting in- 
terests of producers and consumers and 
the great inequality of their relative posi- 
tions in the market point to the neces- 
sity of government action in behalf of 
consumer buyers” (p. 464). Early in the 
book she declares: “‘Fraud, deceit, and 
trickery in selling goods has long been 
practiced. This dishonesty was familiar 
to the ancients and has come down 
through the ages. It takes many forms in 
the present day market”’ (p. 17). 

Of sellers and their efforts to sell their 
wares, Dr. Coles complains bitterly: 


“They go ‘gunning’ for consumers. One 
author declares that market strategy and 
military strategy are of sufficient similarity 
to allow a worthwhile comparison. According 
to this writer the objective of the market 
strategist is sales quotas or estimates. 
Whereas the instruments of the military 
agent are artillery, machine guns, cavalry, 
infantry, and the like, the instruments of the 
market agency are general advertising, mail 
communications, salesmen and distributors, 
samples, demonstrations, publicity and re- 
search”’ (p. 19). 


Now this author to whom Dr. Coles 
refers is none other than Dr. Leverett S. 
Lyon. All of us are familiar with his 
book, Salesmen in Marketing Strategy, 
published in 1926, but most of us had 
never quite realized what a truly sinister 
philosophy of market violence Dr. Lyon 
had fallen into. Dr. Coles continues, 
“Sellers not only go gunning individually 
for consumers, but they go in regiments”’ 
(p. V). 

What Dr. Lyon apparently had in 
mind was merely that the seller faces 
such a large risk of not selling his stock 
of goods and is surrounded by such ac- 
tive rivals and competitors that he feels 
he must organize his selling activities as 
thoroughly as he can. Furthermore, if 
sellers did not persuade consumers to 
purchase their products, round-about 
mass production would be jeopardized, 
because the demand of each consumer 
would be different from that of his fellows 
and standardization would be impossible. 


Is THERE A Conr ict oF INTERESTS 
BETWEEN BUSINESS AND 
CoNSUMERS? 

Thus the question is raised, is there 
any necessary conflict of interests be- 
tween business and consumers? In one 
place, Dr. Reid speaks of ‘“‘the funda- 
mental conflict inherent in the profit 
system.” 

Now, as parties to a formal bargaining 
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transaction, it is true, the buyer and the 
seller do occupy opposite positions in the 
market. At the instant a sale is made, 
however, each is both a buyer and a 
seller, as various economists have point- 
ed out. Each gives up something and re- 
ceives something else which he would 
rather have. Surely this sort of bargain- 
ing opposition does not involve any seri- 
ous conflict of interests in which the one 
who receives the money is nearly always 
a villain and the other a victim, unless it 
can be demonstrated that competition is 
largely absent. 

Neither writer has proved such a case. 
Dr. Reid even concedes that ““Among 
those engaged only in marketing, e.g., 
wholesalers and retailers, there is little 
monopoly” (p. 51). And later she adds, 
‘“‘A great deal of combination and agree- 
ment among competing groups occurs, 
but on the whole this does not extend to 
price agreements” (p. 58). Nevertheless, 
on the same page, she refers to “conflicts 
of interests’ —‘‘between consumers and 
all sellers.” 

In assuming that there is such a fun- 
damental conflict of interests, then, the 
writers have gone far beyond the tradi- 
tional belief of such leading orthodox 
economists as Adam Smith and Alfred 
Marshall that the public generally 
should be defended against monopolistic 
combination of sellers. Adam Smith, for 
example, declared that dealers “have 
generally an interest to deceive and even 
to oppress the public’’; and he went on 
to say, ““People of the same trade seldom 
meet together even for merriment and 
diversion, but the conversation ends in a 
conspiracy against the public, or in some 
contrivance to raise prices.”’ Despite his 
outspoken attacks on combinations for 
the restraint of trade, however, Adam 
Smith? did not believe the public was 


*See: The Wealth of Nations. Bk. 1, Ch. X, part 11; 
Bk. 1, Ch. XI; Bk. IV, Ch. VIII; Bk. V, Ch. II. 


likely to be injured by individual sellers 
operating competitively because, as he 
assumed, the public can always refuse 
to buy from any negligent seller and thus 
protect itself against fraud and negli- 
gence. Otherwise, Smith vigorously de- 
fended the middlemen against the oppo- 
sition of the consuming public because of 
the economic functions which the mid- 
dlemen perform. 

In a similar vein, Alfred Marshall ex- 
plained that his generation of econo- 
mists had likewise favored the consumer 
side of public issues against organized 
trade groups. Marshall’s position re- 
sembled Smith’s; said Marshall, in his 
book Judustry and Trade: “But as soon 
as money came into general use, it be- 
came obvious that a person who had 
money and a free range of the market in 
which to spend it, was in a stronger posi- 
tion than one who had a stock of goods 
which he could not turn to account easily 
except by first exchanging them for 
money.” Marshall did not consider that 
in England the position of the consumer- 
buyer was bad, but he did remark that 
in America great power had fallen into 
“the hands of monopolistic sellers.’”* 

No one has ever defended monopolis- 
tic abuses. It is not upon monopolistic 
abuses, however, that Dr. Reid and Dr. 
Coles mainly base their belief in the con- 
flict of interests between sellers and 
buyers. 

The reviewer is frank to confess that 
he does not quite know upon what they 
do base it, excepting for their apparent 
belief that the seller is always trying to 
injure the consumer and benefit himself. 
Why this attempt to injure the other 
fellow—if it exists—is not made by con- 
sumers against sellers is not at all clear. 
But as Dr. Reid states: ‘A series of 
wrath-stirring books has appeared cal- 


8 Alfred Marshall, Industry and Trade, p. 272. By 
permission of the Macmillan Company. 
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culated to rouse consumers, who recog- 
nize that they are forced to buy blindly 
and to pay for crooners in addition” 
(p. 1). 

Apparently the secret of the difficulty 
is this: Like many others, Dr. Reid and 
Dr. Coles recognize that in most sales 
transactions, the seller of consumer’s 
goods does play the active role while the 
consumer plays the more passive role. 
But they do not recognize the parallel 
truth that the implications arising out of 
this fact may tend largely to favor the 
consumer at the expense of the seller. 

Alfred Marshall analyzed this same 
problem, twenty years ago, in Jndustry 
and Trade (Book II, Chapter VI). To 
him the passive role of the consumer did 
not mean that the consumer is left at the 
mercy of the seller any more than it 
meant that the seller is likely to be left 
at the mercy of the buyer. The seller has 
advanced his capital and given his labor 
to put the goods in a form for consumers. 
All the consumer needs to do, in order 
to assert his authority, is to refuse to 
buy. Consequently, Marshall explained 
“... the ever increasing energy with 
which sellers push their goods on the 
notice of buyers is an inevitable result of 
modern developments.” 

The economist William Smart had al- 

ready stated a similar position even 
more emphatically in these words: 
“|. . the merchant comes in close contact 
with demand. His function is three-fold: to 
follow the expressed wish of consumers as 
given in orders: to interpret and anticipate 
the wish of consumers by ordering and hold- 
ing stocks; and to tempt the wish of con- 
sumers. The important feature in this con- 
nection is that the two latter have come to 
be the prominent function of the merchant; 
so that the majority of goods are put in the 
shop windows and priced before the wish 
for them is awakened and the demand called 
out,’”4 


* See: Wm. Smart, Studies in Economics, Chapter LX, 


Scold them as you will, under a system 
of private property and probably under 
any other system of voluntary choices, 
the seller of goods is the one whose 
fortune is at stake. Therefore, sellers are 
going actively to sell their goods, that is, 
to try to persuade consumers to buy, and 
it would be sheer folly to expect them 
ever to accept Dr. Hazel Kyrk’s fifth re- 
quirement of a good market, which Dr. 
Reid and Dr. Coles have both quoted as 
an accepted standard, namely that: 
“There is no pressure to buy.” This does 
not mean coercing anybody to buy, but 
it does mean doing whatever is legiti- 
mate that will bring in the business 
without later losing patronage. Through 
it all the consumer can be thankful that 
he is free to do as he pleases, and that the 
seller is forced to court his favor.® 


THE Fatse ANALOGY BETWEEN 
CoNSUMERS AND INDUSTRIAL 
BUYERS 


Unlike consumers, industrial pur- 
chasers frequently dominate the bar- 
gaining transaction and may even sug- 
gest a carefully studied price for the 
seller to accept or reject. The consumer 
on the other hand, rarely takes the initi- 
ative or presses his advantage. So the 





p. 266. Also note: “For nothing can alter the fact that 
the consuming world holds value in its hand, and prac- 
tically refuses to recognize or reward the work where 
it does not wish the product” (p. 258). By permission of 
the Macmillan Company. 

5 Alfred Marshall, of course, believed—as we all do— 
that “the organization of trade is in the long run as 
vital to consumers as to producers and traders... .” 
Even so, he did not agree that the passive bargaining 
role of the consumers had left them in any very grave 
danger in England, for three reasons, which may be 
summarized briefly as follows: (1) the consumer enjoys 
a rising standard of living; (2) sellers study the needs of 
consumers continually and effectively; (3) the consumer 
can usually refuse to buy from any seller he does not 
like and take his patronage elsewhere. 

The reviewer believes that Marshall’s analysis of this 
problem is also valid for the majority of consumers in 
the United States today. 
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question arises, why does this difference 
exist? 

For both our authors the answer seems 
to be that it should not exist and that by 
analogy the consumer should resemble 
the strong industrial buyer. They feel 
that the consumer is so small and weak 
that he cannot make much impression 
on the seller, that the seller does not 
give the consumer enough information 
about the quality of goods to enable him 
to decide what he really wants, that the 
seller does not leave the consumer alone 
long enough for the consumer to make 
up his mind what price he would like to 
offer the seller, and that under the one- 
price policy of most retailers consumer 
initiative is impossible.® 

All this is mainly beside the point. The 
underlying differences between the in- 
dustrial buyer and the consumer-buyer 
seem to be fundamental and permanent. 
The consumer buys on such a small scale 
and often for such purely psychic satis- 
factions that it does not pay him to enter 
deeply into the job of making well- 
studied suggestions of price to the seller. 
For an average purchase, the loss of 
time and energy would be greater than 
the possible gain in goods or prices. Un- 
like many industrial buyers, the con- 
sumer cannot spread his bargaining costs 
over as large a number of units as the 
seller can; therefore, he leaves the mar- 
keting work to the seller, and whenever 
he feels that a given seller is charging too 
high a price or is rendering unsatisfac- 
tory service, the consumer merely buys 
elsewhere and tells all his neighbors 
about it. As long as there are either sub- 
stitute goods or several different sellers, 
the consumer will thus force sellers into 
a considerable degree of competition. 
The seller’s constant fear that the con- 


® Incidentally, Dr. Coles states that the one-price 
policy is fair (p. 337), but Dr. Read is skeptical about 
it (p. 454). 


sumer will buy elsewhere always exerts 
a powerful influence on the seller’s prices 
and services. To anyone who has stood 
behind a counter, all this is a mere tru- 
ism; and Dr. Reid admits the point, (p. 
454), but fails to see its implications. 

When the seller at retail plays the ac- 
tive role in consumer-marketing, he does 
so not only because his money is in the 
goods, but also because the most eco- 
nomical division of labor, and the op- 
portunity of spreading the costs over a 
larger number of units, leave the seller 
in the logical position to assume most of 
the functional responsibilities. A single 
consumer wanting to buy a few units of a 
product would certainly find it trouble- 
some and very costly to assume all the 
exchange functions. He would have first 
to initiate the whole process (by invent- 
ing, specifying standards for, and de- 
signing his own goods), second to find 
and contact a seller for his own peculiar 
inventions, third to negotiate for terms 
as if the whole bargaining process had 
to be completely retraced on the spot, 
and finally to formulate an acceptable 
contract and thus suggest to the seller 
a well-studied price for each article pur- 
chased. Without even pretending to do 
these things, however, the consumer- 
buyer ordinarily exerts his pressure with 
a finality that every merchant under- 
stands thoroughly and must consider at 
his peril. 

To put the matter bluntly, in harping 
on the theme that “private property 
means the power to withhold supply,” 
the institutionalists generally have 
brought unfair condemnation down up- 
on the seller of consumers’ goods. What 
they must add, but rarely do add, is the 
corollary that private property also 
means the power of the buyer (the con- 
sumer-buyer) to withhold his money 
from any one seller or from all the sellers 
of any particular item, both temporarily 
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and (if necessary) permanently. The 
consumer’s supply of money is private 
property and may be withheld from 
most individual products and most in- 
dividual sellers quite as readily as the 
individual seller’s property may be with- 
held from the consumer. The merchant 
does not dare offend many consumers 
because when he cannot sell his wares 
he faces not the curtailment of a single 
want, but outright failure itself and total 
loss. In this important respect the hum- 
ble, unorganized consumer is the equal 
of the mighty purchasing agent. 

Obviously the consumer does not pur- 
chase with the purchasing agent’s knowl- 
edge of the quality of the goods he buys; 
but he does not need to do so, and even 
if he wanted to, he does not possess the 
required technical knowledge. At the 
same time, the consumer does receive 
many practical benefits from existing 
industrial standards for industrial goods 
—both in the form of lower prices and in 
the form of goods more closely fitted to 
his needs. This aspect of the standards 
problem has been neglected by most 
writers on consumption although it has 
been recently touched upon in the Har- 
vard Business Research Studies.” 


ConsuMERS’ COOPERATIVES 


The writers both favor the develop- 
ment of consumers’ cooperatives as af- 
fording a partial solution for what they 
believe to be the consumer problem. 

Dr. Coles says, “There is no incentive 
for the cooperative society to provide its 
members with inferior, adulterated, or 
fraudulent goods” (p. 236). Dr. Reid 
adds, ““Cooperatives are controlled lo- 
cally. There is no expense of supervi- 
sion” (p. 197), and then she adds, 


7 See “‘Merchandise Testing As a Guide to Consumer 
Buying” by Mabel Taylor Gragg and Neil H. Borden. 
Business Research Studies, number 22, Graduate School 
of Business Administration, Harvard University, Vol. 
XXV, No. 6, November, 1938. 


“Some people see in cooperatives the 
basic principle for all economic activity. 
Through them the fundamental conflict 
inherent in the profit system is to be for- 
ever eliminated. No longer are scarcity 
and high prices desirable ends to be 
sought. The seller’s interest apart from 
the buyer’s is to be wiped out”’ (p. 198). 

To whatever extent cooperatives 
would perform the necessary marketing 
work more efficiently than ordinary mid- 
dlemen perform it, their development is 
sound. But how efficient are coopera- 
tives? Neither author explores this prob- 
lem far enough. We ask: (1) if coopera- 
tives did not enjoy the free managerial 
services of their leaders, and if much of 
their promotional work were not done 
for them by their private competitors, 
and if their risks were not borne by con- 
sumers, is there any reason for believing 
that the cooperative system would be 
fundamentally more economical than 
the present system? (2) Indeed if the 
force of competition were largely re- 
moved by the adoption of cooperatives, 
how would prices be determined in such 
a cooperative regime where there were 
no other places to buy? (3) Again, why 
do cooperatives rarely develop new 
styles and new products where the risks 
are great and the demand uncertain? 
(4) Also, how can even the cooperatives 
anticipate the changing desires of con- 
sumers without persuading them to buy 
what is produced? 

These are important questions and 
they need to be answered. Merely to ex- 
press a hope and to restate the Rochdale 
principles is to dodge the real issue. 

When Dr. Reid accuses private busi- 
ness of seeking prosperity “through scar- 
city rather than through plenty”’ (p. 1), 
one can only wish that she had explained 
more fully what she means by scarcity 
and plenty. Usually, in economic discus- 
sions, scarcity means that goods are not 
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free because their production involves 
necessary costs, and hence that it is usu- 
ally unwise to produce when expected 
revenues will not equal the additional 
costs that would be incurred. 

Dr. Reid seems to imply, however, 
that the cooperatives could solve the 
enigma of unsatisfied human wants on 
the one hand and unsalable farm and 
factory surpluses on the other hand (p. 
199). Yet she does not explain how this 
is possible. 

Surely the cooperative societies do not 
propose to operate without any costs at 
all. Perhaps they would begin by elim- 
inating all “‘unnecessary” costs, as is 
sometimes proposed by those who be- 
lieve that most expenditures on adver- 
tising and salesmanship are unnecessary. 
But this argument largely begs the ques- 
tion. Perhaps they would redistribute 
profits to consumers, if there were any 
profits. Perhaps they would set the more 
willing cooperators to work without 
wages, since Dr. Reid states categori- 
cally that “there is no expense of supervi- 
sion.” This last would be a first-rate 
solution under any system, if it were 
possible to secure creative and resource- 
ful “supervision” (which means the 
whole managerial function) without 
paying for it. The managers could draw 
their wages from private business and 
work free of charge for the cooperatives. 


THE Fair Price Doctrine 


Both Dr. Reid and Dr. Coles have 
adopted the Kyrk doctrine of “fair 
prices.” Dr. Coles states it thus: “A price 
is too low or is unfair to growers, makers, 
or distributors if it does not cover their 
costs of production, giving them a rea- 
sonable return for their efforts” (p. 324). 
Dr. Coles apparently refers to market 
price for a particular item, but surely 
sunk costs simply have nothing to do 
with market price. The public cannot 





agree to pay, and business cannot afford 
to wait for, prices that will cover sunk 
costs or arbitrarily determined costs of any 
kind. 

Dr. Reid states, ‘““Producers . . . favor 
high prices for the things they have to 
sell. Consumers... are benefited by 
prices no higher than necessary to en- 
sure a continuous supply of the good in 
the market” (p. 8). Yet she has not the 
slightest evidence to support such rhe- 
torical contrasts. It would be just as 
valid to say, “Consumers ... favor low 
prices for all the things they want to buy. 
Producers are benefited by prices no lower 
than necessary to enable them to continue 
to produce.” 

This whole subject of “‘fair” prices re- 
sembles the medieval “‘just”’ price, but it 
is too long for adequate examination in a 
review. It should be subjected to the 
most careful analysis before it is accept- 
ed at all seriously. 


Branpbs, GRADES, AND ADVERTISING 


Both writers say little that is compli- 
mentary about the use of brands and 
trade marks. Both recommend the 
adoption of standard grades of quality 
for consumers’ goods and the use of in- 
formative labels. Both attack advertis- 
ing and selling in the belief that they 
confuse the consumer, resort to unfair 
puffing of wares, distort consumer de- 
mand, increase prices, and are wasteful. 

Throughout much of this discussion 
in both texts, there is an implicit belief 
that the value of goods is something def- 
inite and objective, which the average 
consumer could easily recognize if only 
the seller would quit confusing him and 


put definite grades on the merchandise. 
Dr. Reid says: 


“Foods can be measured in terms of 
calories or other nutrients and price com- 
parison can thus be greatly simplified. When 
this is done consumers are likely to be greatly 
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impressed, for example, with the high cost of 
prepared ready-to-serve cereal in contrast 
with raw cereals. ... Price comparison ‘for 
things other than food is not so easy. There 
is no common unit that relates to consumer 
use” (p. 439). 


As far as the proposal to use standard 
grades is practical, it is an excellent idea, 
as the Harvard study (already cited) 
points out; but the point has been great- 
ly overemphasized. For style goods and 
for goods purchased by different persons 
for slight but individually desirable dif- 
ferences in taste, color, or form, or be- 
cause of the good reputation of the man- 
ufacturer or retailer, it seems far-fetched 
to think of standard grades as the chief 
index of price or value. 


CONCLUSION 


In conclusion, the reviewer would 
deny that any serious conflict of interests 
does exist or is necessary between busi- 
ness and the consumer. The popular 
supposition that by analogy consumers 
ought to be like industrial buyers is mis- 
leading. Generally speaking consumers 
are just as predatory as the sellers they 
buy from. And consumers’ cooperatives 
seem to be about as limited in economic 
eficiency as the other human institu- 
tions they propose to displace. 

While several consumer experts of to- 
day have adopted a doctrine of fair 
prices, their doctrine is too vague to 
serve as a reliable guide in matters of 
public policy or of family buying. The 
actual consumer wants /ow prices, any- 
way, not “‘fair’’ prices. 

Finally, these books leave the reader 
feeling that they might have been writ- 
ten as part of a crusade for decisive ac- 
tion by a consumer front, a feeling sug- 
gested by the partisan animosity they 


express concerning the alleged “‘conflict 
of interests” between private business 
and the consuming public. Mention is 
made of organizing the consumer, of 
building buyer resistance, of consumer 
boycotts, of consumer lobbies, of gov- 
ernment protection for consumers, of 
government control of prices, of the use 
of the public schools, and of “bringing 
pressure”’ generally. 

While they may not actually represent 
as much of an organized movement as 
their authors claim they do, nevertheless 
these books have been written as text- 
books to inform and enlighten immature 
minds. High school and college students 
will be given credits for absorbing their 
doctrines. When they are considered in 
the light of this purpose, both books 
would seem to be too partisan, too emo- 
tional, and too immature in form to do 
the good their authors have hoped for. 

For consumers to meet together in 
women’s clubs and home economics 
classes in an attempt to educate them- 
selves, the business men, the public in 
general, or the consumer experts in par- 
ticular, would seem to be socially bene- 
ficial. For the laws to seek to prohibit 
and punish fraud, deceit and monopolis- 
tic abuses may be somewhat beneficial if 
regulation will work as intended. 

But in all this, there is grave objection 
to the systematic spreading of unneces- 
sary animosity and false fears under the 
guise of public education and consumer 
protection. 

There is also the gravest objection to 
hampering a system of free enterprise 
—imperfect though it is—by invoking 
government action to enforce the vague 
demands of any self-appointed, self-ac- 
knowledged group of consumer experts 
who are determined to spend the con- 
sumers’ money for them. 
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DISCUSSION: JESSIE V. COLES, University of Missouri 


You have just heard the book of which I 
am the author described as “partisan,” 
“emotional,” “immature,” and “‘inaccu- 
rate.” If I were to express as frankly my opin- 
ion of the reviewer’s paper I would say it was 
a shocking revelation of wilful misinterpre- 
tation, of ignorance of accepted economic 
principles, or unwillingness to apply them 
to the market situation, and of a defense 
reaction so disproportionate to the inciting 
cause as to suggest a grave neurosis, prob- 
ably occupational in origin. My task, how- 
ever, is not to give my impressions of the 
reviewer or his paper but to comment on 
his specific criticisms. I shall take them up 
in the order in which they were stated. 

First as to the “‘perspicacious errors” which 
Mr. Widener notes. I do not know exactly 
what a “perspicacous” error is, but I am 
not willing to admit that the sentences 
quoted were erroneous in the ordinary sense. 
During a considerable period of observation 
and study of both market agencies and con- 
sumers in action the practices mentioned 
were found to exist frequently enough to 
justify the statements made. To marketing 
authorities who find such comments new to 
them I would suggest that they observe 
marketing transactions as they appear to 
consumers carefully and impartially. They 
may find other things “‘they never knew be- 
fore.” It is certainly not an impossibility. 

Our critic, as was noted, felt called upon 
to defend most of the practices and situa- 
tions criticized in the books in question. He 
defends a writer on marketing strategy on 
the basis of what he meant to say. He de- 
fends pressure to buy on the basis that stand- 
ardization of consumers’ wants is necessary 
for mass production. He says Miss Kyrk, 
Miss Reid, and I are foolish to expect sellers 
to abstain from it. He misses the point en- 
tirely since we did not expect them to ab- 
stain from it. We did raise the question of 
its value to consumers and I do not think 
Mr. Widener has disposed of that issue to 
the satisfaction of every one interested. Mr. 
Widener begs the question of fraud, deceit, 
and unfair practices by claiming that such 


abuses are due to the frailities of human 
nature and that they are as characteristic 
of consumers as of producers. It is difficult 
to reconcile the reviewer’s statement that 
“fraud, deceit, and other abuses are present 
in numerous unethical transactions and that 
these abuses do present a serious problem” 
and the following statement that “such 
abuses are exceptional.’’ How can they be 
numerous and yet exceptional? If they are 
numerous, why should not something be 
done about them? Why defend them on the 
basis that they are due to human nature? 
Human nature undoubtedly leads to abuse 
of market agencies by consumers. The 
author did not deny this and took pains to 
bring this out at many points apparently 
overlooked by the critic. Neither did the 
author, as the critic tends to imply, propose 
that because of these abuses the system of 
private property be abolished but instead 
proposed that abuses under it be eliminated 
and that sellers and buyers be put on a more 
comparable bargaining basis. Surely this is 
not unreasonable—even under a system of 
private enterprise. 

Mr. Widener took a considerable part of 
his paper to point out the fallacies in an 
assumption that there is a conflict of inter- 
est between producers and consumers. His 
description of this possible conflict is rather 
peculiar—certainly it is not mine—“‘It is a 
situation” he says, “where the one who re- 
ceives the money is nearly always a villian 
and the other a victim.”’ An assumption of 
conflicting interests, he argues, is contrary 
to the traditional belief of the orthodox 
economists as exemplified by Adam Smith 
and Alfred Marshall. 

But did Adam Smith think there was no 
fundamental conflict in interest? So to allege 
is in my opinion to miss the whole point of 
his treatise. Did he not triumphantly demon- 
strate that the case for free competition was 
that thereby the self-interest of producers 
was so harnessed and directed as to promote 
to the maximum the public interest? There 
is a difference between an absence of a funda- 
mental conflict of interests and arrangements 
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whereby two opposing sets of self-interest 
operate in a satisfactory fashion. What Mr. 
Widener does not see is that the whole 
argument of such books as mine insofar as 
they deal with the consumer-buyer in the 
market is an argument for a closer approxi- 
mation to the conditions of perfect competi- 
tion. What is emphasized are the various 
circumstances making for imperfect competi- 
tion in this particular market. Mr. Widener 
seems quite unfamiliar with the recent eco- 
nomic literature analyzing in detail the 
necessary conditions with respect to buyers 
and sellers for a truly competitive market. 
He says that along with Adam Smith and 
Alfred Marshall he recognizes the need for 
public protection against monopolistic com- 
binations of sellers. One wonders if he knows 
of no other forms of monopolistic competi- 
tion. 

Mr. Widener emphasizes the consumers’ 
power to protect himself through his refusal 
to buy—his power to withhold money from 
one seller and give it to another. The theme 
of my book was that this power should be 
sharpened and made more effective. The 
consumers’ power to discriminate between 
goods and between dealers comes through 
his power to make price comparisons of 
goods known to be identical in quality and 
to make quality comparisons of those of the 
same or different price. The two other argu- 
ments that Mr. Widener advances as proof 
of a fundamental harmony of interests surely 
need no discussion: (1) that sellers study 
the needs of consumers continually and 
effectively; (2) the consumer enjoys a rising 
standard of living. 

A second point discussed at some length 
by Mr. Widener was what he termed the 
“false analogy between consumer and indus- 
trial buyers.” He stated that the authors 
claimed that the consumer should resemble 
the strong industrial buyer. This again is 
decided distortion of my position. Differ- 
ences in their situations were emphasized 
and the fact that the consumer-buyer cannot 
and does not resemble the industrial buyer. 
The fact that consumers are small-scale, 
unspecialized buyers purchasing goods for 
ultimate use was pointed out again and again 


in the book under question. I maintain, 
however, that the consumer-buyers, like 
industrial buyers, should have sufficient in- 
formation concerning goods to make intel- 
ligent choices. Without adequate informa- 
tion concerning qualities of goods consumers 
cannot have real freedom of choice. 

Mr. Widener ridicules what he calls the 
“fair price doctrine” of these books and says 
it resembles the medieval concept of a “‘just’”’ 
price. It happens that the general standard 
for fairness was the price arrived at by the 
free play of competitive forces—it was just 
that medieval. The inclusion of government 
control of prices in the list of “crusading” 
objectives of the writer must have been a 
typist’s error. Mr. Widener surely would not 
so grossly have misrepresented the general 
thesis with respect to price. 

Mr. Widener believes that the importance 
of the use of standards for describing con- 
sumers’ goods has been over-emphasized 
and that they are impractical and limited in 
use. But many persons are yet to be con- 
vinced that standards are impractical as a 
means of describing many qualities of many 
goods including some characteristic of style 
goods. May this argument against the use 
of standards just possibly be a “‘cover’’ for 
other reasons for opposing their use? I 
wonder if there really is any fundamental 
reason, other than the desire of some pro- 
ducers to conceal inferior quality, why con- 
sumers should not be informed whenever 
practicable regarding the qualities of goods 
they are asked to buy? I do not believe that 
producers who are sincerely “‘studying con- 
sumer demand” will in the long run ignore 
this demand on the part of consumers. 

Finally the authors of these books are 
accused by the reviewer of crusading for 
consumers because of partisan animosity, of 
deliberately developing unnecessary ani- 
mosity and false fears, of attempting to 
hamper free enterprise and of polluting im- 
mature minds. Altogether the attitude of the 
reviewer seems to be that there is really 
nothing wrong with the situation of con- 
sumers today and even if all is not quite well 
with them we had better not do or say any- 
thing lest we upset the apple-cart. He seems 
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to imply that action suggested by the 
authors such as organizing the consumer, 
building buyer resistance, consumer boy- 
cotts and lobbies, government protection 
for consumers, consumer education in the 
public schools, and bringing pressure gen- 
erally is outside the pale of fair tactics. And 
yet do we not observe repeatedly similar ac- 
tion by producers? Are we strangers to such 
phenomena as organizations of producers, 
tactics to break down consumer resistance, 
producer lobbies, government protection 
for producers, laws such as the so-called 
“fair trade” laws making it possible for 
producers to control prices, and the use of 
public schools by advertisers? Apparently 
what is ethical for producers is all wrong 
when suggested for consumers. 


Mr. Widener ends his paper with a sneer 
at the “self-appointed, self-acknowledged 
group of consumer experts who are deter- 
mined to make the consumers’ choices for 
them.” Evidently Miss Reid and I are hor- 
rible examples of that group. By what 
stretch of the imagination does he think 
that we desire to make consumers’ choices 
for them? Over and over again we stated 
our objective as enabling consumers to get 
what they wanted more economically. As 
for being “‘self-appointed’”” may only those 
officially appointed write and speak in this 
country? Isn’t this subversive doctrine? 
Moreover how was Mr. Widener appointed 
as a producer-marketing expert? Is he not 
just as truly a self-appointed, self-acknowl- 
edged expert? 


DISCUSSION: MARGARET G. REID, Jowa State College 


I am sure that all of you appreciate the 
truth and sincerity of my statement when 
I tell you that I am very happy to have this 
opportunity to reply to Mr. Widener’s mis- 
interpretation of my book. 

First of all I should like to announce to 
those of you who may have been somewhat 
misled by certain remarks made by Mr. 
Widener that I am by profession an econo- 
mist. I have studied the economic system in- 
cluding marketing practices from the stand- 
point of the efficiency achieved in perform- 
ing certain services important to consumers. 
I have attempted to discover how the per- 
formance is affected by consumer behavior 
and also how marketing practices in turn 
affect the way consumers behave. I should 
like you to know that in carrying on my work 
I represent no pressure group. I feel that 
this fact should be emphasized because of 
the rather disparaging way Mr. Widener 
seemed to refer to Miss Coles and me as 
self-appointed, self-acknowledged consumer 
experts. I should like to remind Mr. Widener 
that self-appointment in causes affecting 
public interest is a characteristic of all honor- 
able professions. Does Mr. Widener wish us 
to infer that what he says and when he says 
it depends upon who hires and pays him? 

The reviewer at several points seems un- 


duly suspicious of any description or analysis 
which suggests defects in the present system. 
It seems impossible to interpret some of his 
remarks such as those relating to “‘unneces- 
sary animosity” and “false fears” in any 
other way. One statement made would sug- 

est that he considers that the books under 
review attack private property. This seems 
a little strange in view of the fact that in 
both books the analysis of such State plan- 
ning as has occurred indicates that the auth- 
ors consider it to be very far from perfect. 
The critical judgments of private property, 
capitalism (or whatever term one cares to 
use in designating the present system) are 
throughout constructive. Major changes pro- 
posed include reduction of misrepresentation 
and fraud, reduction of monopoly, the in- 
crease of information helpful to consumers, 
State enterprise at points w here private 
enterprise has obviously failed to function 
effectively, e.g., in providing better city 
terminal facilities. Extreme nervousness and 
apprehension are also suggested by the clos- 
ing words of Mr. Widener’s paper. You are 
warned to beware of “consumer experts who 
are determined to spend consumers’ dollars 
for them.”” Mr. Widener does not explicitly 
state that he includes Miss Coles and me in 
this group but that would be the natural 
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inference of his remarks to those unac- 
quainted with the books. Yet nothing is said 


in these books that would suggest that the - 


authors feel that choice should be regi- 
mented. In fact, the authors take the reverse 
position, namely that freedom of consumers’ 
choice is desirable. They do maintain, it is 
true, that this can be achieved only when 
consumers act with knowledge. The authors, 
in addition, point out that the power of 
advertising to regiment choice would be 
reduced somewhat if fuller information con- 
cerning products was provided to aid con- 
sumers in their market selections. 

In order to ease his emotional distress in 
reading such books as he has just reviewed 
I should like to suggest that Mr. Widener 
acquaint himself thoroughly with a recent 
publication of the Twentieth Century Fund 
entitled “Does Distribution Cost Too 
Much?” The chairman of the committee for 
this publication is none less than the Direc- 
tor of Research for Dun and Bradstreet. 
The President of the American Management 
Association is also a member of the commit- 
tee. I point out these facts in order to make 
it clear that it is highly improbable that 
these men wish to overthrow private enter- 
prise. Yet this committee was sufficiently 
mature as to recommend the following: (1) 
“The expansion and better coordination of 
government agencies to provide in adequate 
and popular form information which consum- 
ers need for more efficient buying.” They add, 
“We strongly support the tendency already 
apparent for governments—federal, state, 
and local—to establish agencies primarily 
concerned with consumer problems.” They 
also recommend: (2) “Further progress in 
the elimination of fraud and misrepresentation 
in printed and verbal description of products.” 
(3) “The further organization of consumer 
cooperatives and consumers’ group buying 
agencies.” (4) The wide extension for public 
use of the facilities of government and private 
agencies for testing and appraising consumer 
goods.” Many other changes are suggested 
and in almost every case the recommenda- 
tions made by this committee are among the 
changes in the marketing system suggested 
in my book, Consumers and the Market. 


Mr. Widener somehow introduces the 
idea that there is something dangerous in 
organized presentation of the consumer point 
of view on various issues. From many sectors 
of society pressure groups are coming in for 
a great deal of discussion. It is a common, 
human failing to denounce all pressure 
groups except one’s own. But what can be 
more futile in a society that professes to 
favor freedom of speech? Organized and 
systematic discussion of consumer interests 
and forceful presentation are a necessary 
part of making an economic system such as 
ours function. 

Mr. Widener manages in the course of his 
review to squeeze in a great many different 
types of error and confusion. Whether he 
quotes, paraphrases, summarizes, or ex- 
plains what the writers meant or what they 
failed to recognize, he exhibits an amazing 
capacity to misinterpret. Almost at the out- 
set of the review some confusion is intro- 
duced by what seems to be an objection to 
the authors’ belief that there exists a basic 
conflict of interest between sellers and con- 
sumers. A few paragraphs further on, Mr. 
Widener says that he recognizes that fraud, 
deception, and other abuses are present 
and that they constitute a serious problem. 
Yet very shortly we find a main heading 
entitled “Is there a conflict of interest 'be- 
tween business and consumers?” A bargain- 
ing situation is described and the reviewer 
says, “Surely this sort of bargaining... 
does not involve any serious conflict of inter- 
ests.”” He then describes conditions in which 
a minimum of conflict is likely to occur. He 
hardly makes it clear how closely these con- 
ditions conform to present day society. 
Rather, he seems to be content to accept the 
observations of Adam Smith and Alfred 
Marshall as to the position of the consumer- 
buyer. Theoretical analysis can retain its 
accuracy in abstraction but judgments in- 
volving empirical evidence must be related 
to the world in which we live. 

Further confusion is introduced when Mr. 
Widener throws in general criticism without 
giving examples. There is, for example, his 
reference to the authors’ use of “interesting 
though at times dubious sources.” This 
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statement seems to be best described as an 
elegant though erroneous use of words. I 
should like to point out that sources of infor- 
mation remain sources. Findings reported in 
various sources are dubious or interesting 
according to the meanings attached to them. 
This fact Mr. Widener does not call to ques- 
tion. 

In some instances statements are taken 
entirely out of context. For example, on 
three occasions in the review I am categori- 
cally credited with stating that “Coopera- 
tives are controlled locally. There is no ex- 
pense of management.” This statement was 
taken from a paragraph wherein ownership 
chains centrally managed were being com- 
pared with local cooperatives. It was obvious 
that only one type of management cost was 
referred to. Had Mr. Widener read carefully, 
as one part of his review implied he had, he 
could not question the analysis nor the con- 
clusion, although he might in all fairness 
have rated the exposition rather low. 

Mr. Widener further introduces confusion 
by presenting discussion statements as if 
they were the conclusion of the author. He 
leaves you to infer for example, that I believe 
that consumer cooperatives will eliminate all 
economic problems. As a matter of fact the 
statement which he quotes is part of a dis- 
cussion summarizing the ideas of certain 
people. It may interest some of you to know 
that many promoters of cooperatives have 
criticized my book for what they feel is un- 
due emphasis on the limitations of coopera- 
tives in wiping out the marketing waste of 
which we hear so much. Mr. Widener per- 
haps skipped the pages containing this dis- 
cussion. This omission gave him a chance to 
exhibit the scope of his knowledge on the 
limitation of cooperatives, a type of pleasure 
which must not be denied a reviewer. 

In some cases Mr. Widener misinterprets 
the authors because he fails to see the nature 
of the standard set up. For example, one of 
the criteria of a good market from the stand- 
point of consumers which was listed was the 
absence of “pressure to buy.” It is true 
sellers do not use the methods of coercion 
which we associate with the technique of a 
highway robbery but psychological pres- 


sures of emulation, prestige, and fear are 
surely played upon a very great deal. 

Mr. Widener encounters difficulty at 
another point because he fails to recognize 
the nature of laymen’s confusion which cer- 
tain discussion is designed to clear up. I 
refer here to the concept of fair price. He 
says “the actual consumer wants /ow prices 
—not ‘fair’ prices.”” Perhaps consumers do 
but such a fact does not make low price of 
any one product a sound social objective. 
A discussion of price theory in contrast with 
actual pricing practices in a book designed 
to educate consumers is important in order 
that they acquire well-balanced judgment in 
matters of public policy. They must come to 
see that economy in use of productive re- 
sources is a major problem. A low price of 
one product may be undesirable if it occurs 
because of improper allocation of resources. 
The concept of “fair” was introduced be- 
cause it was felt that laymen in this way 
could more readily acquire the habit of 
looking at the total allocation of resources. 
In this way they could become aware of the 
choice which must be made in shifting re- 
sources from one use to another, and to see 
the basic relation of cost and price and of 
cost as determined by alternative opportuni- 
ties foregone. 

So far I have been dealing with misunder- 
standings of my book which though serious 
are on the fringe of the discussion. I want 
now to go to the heart of the appraisal. In 
doing so I wish to point out that Mr. 
Widener failed to note certain major prem- 
ises, and he apparently misunderstood the 
analysis. 

The major premises of my book which 
Mr. Widener failed to point out are: 

(1) Productive resources in relation to 
wants are limited hence economy in their 
use is important. 

(2) Competition plays an important part 
in the operation of our system but in the 
present market system it is far from perfect, 
although certain changes might be made to 
increase its effectiveness. 

(3) Fraud, misrepresentation, and other 
abuses occur. Certain of these are declining 
but they are still sufficiently serious to war- 
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rant continued and even increased effort to 
reduce them. 

(4) Well-informed consumers are likely 
to secure greater satisfaction from dollars 
expended and are likely in a system of free 
enterprise to direct the use of productive 
resources into channels which will maximize 
social welfare more fully than if they are 
acting in ignorance. 

A large part of the book is devoted to 
analyzing the functioning of the system in 
order to discover when and why waste occurs 
and what can be done about it. Consumer 
ignorance as a source of waste and ways 
of increasing knowledge received consider- 
able attention. This analysis naturally in- 
cludes recognition of conflict of interest be- 
tween buyers and sellers. And here I should 
like to point out that at no point is there any 
thought of suggesting that anyone wishes to 
injure anyone else. Injury to others is a 
by-product which in some circumstances 
follows efforts to achieve self-interest. 

In his opening sentence Mr. Widener in- 
forms you that the books under review 
deal “with marketing practices and buying 
motives and not with economic theory and 
its systematic application.” It is true my 
book does not discuss hypothetical demand 
and supply curves. Elasticity of demand and 
diminishing returns are probably not men- 
tioned. Nevertheless the recognized tech- 
niques of theoretical analysis are applied 
throughout. Had Mr. Widener not only 
trusted Adam Smith and Alfred Marshall 
but also understood them he would have 
recognized, for example, that all the evi- 
dence of waste, the plea for suggested State 
regulations, and for more information for 
the consumer, was based on the fundamental 
assumption of Adam Smith who saw in 
competition the means of harnessing the 
self-interests of groups and forcing them to 
work together for the good of all. The econo- 
mic analysis used stems straight from Adam 
Smith through Alfred Marshall to recent 
refinements of monopolistic and imperfect 
competition by Chamberlin and Robinson. 
Mr. Widener must surely realize that conflict 


of interest only disappears if there is perfect 
competition. He errs in implying that it 
occurs if only there is more than one seller. 
For perfect competition buyers and sellers 
must be sufficiently numerous that no single 
one can influence price, they must be selling 
undifferentiated products, there must be 
complete mobility of factors of production, 
and full information must be had by all who 
share in market activities. Perfect competi- 
tion symbolizes a means to full use of re- 
sources. It is, however, only an analytical 
tool which one may use in discussing the 
nature and source of waste, and in apprais- 
ing changes which, if they are feasible, might 
well be introduced. Their feasibility must 
be appraised in relation to our total pattern 
of economic and social institutions. Such is 
the nature of the analysis in the book. 

On many points the discussion in my book 
is in full agreement with the views expound- 
ed by the reviewer although he gives no 
recognition of that fact; e.g., I pointed out 
clearly, so I thought, that our modern adver- 
tising cannot be understood apart from the 
scale of manufacturing, that the passive role 
of the consumer results in an active seller, 
that the present system of selling involves 
risk which did not occur when goods were 
ordered in advance, that the consuming pub- 
lic often misunderstands the economic func- 
tions which middlemen perform. Numerous 
other examples could be cited. 

In concluding I should like to call to your 
attention the fact that my book must be 
condemned on at least one score. Although 
attention was given to clarity of exposition 
Mr. Widener got a very confused idea of 
its content. I should like to apologize to the 
reviewer for any faulty exposition, if and 
where such occurs, which may have inter- 
fered with his grasping the issues clearly 
and following the analysis to support the 
conclusions reached. 

I should like to add that I consider profes- 
sional criticism of ideas presented just as 
wholesome and necessary as criticism of the 
practices of consumers and sellers in our 
market system. 








“ECONOMICS FOR CONSUMERS” BY GORDON 


AND “INCOME AND CONSUMPTION” BY 
VAILE AND CANOYER' 


WILLARD E. ATKINS 
New York University 


AILE and Canoyer, in their book Jn- 
pn and Consumption, attempt to 
surround their material on the subjects 
of income and consumption with an over- 
all picture of the economic world. 

We are told that consumers operate 
within the framework of an economic 
system. An economic system arises from 
the necessity of organizing the special- 
ized efforts of the many different pro- 
ducers. This organization may be ac- 
complished in a number of ways. In 
our society, the organization is obtained 
primarily through ‘“‘an informal, spon- 
taneous system of production and con- 
sumption, effected and regulated in the 
main by free exchange between individ- 
uals and non-political groups” (p. 12). 
This sytem is described as acting largely 
in accordance with the hypothetical 
principles of neo-classical economics. 

This system the authors suggest is “‘as 
good, perhaps, as any other that has 
been tried” (p. 13). Though there may 
be some who are rich and excite the envy 
of the poor, the authors caution us to re- 
member that “constant vigilance, ac- 
companied by continuous worry, is often 
their lot”... and “ ‘shirt sleeeves to 
shirt sleeves in three generations’ ap- 
pears to have been the rule more often 
than not” (p. 13). 

The authors recognize, as do all of us, 
that the freely competitive price system 


1 Economics for Consumers, by Leland J. Gordon. 
New York: American Book Co., 1939, pp. x, 638. 

Income and Consumption, by R. S. Vaile and H. G. 
Canoyer. New York: Henry Holt, 1938, pp. 394. 
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has many exceptions and is not in com- 
plete operation anywhere. Government- 
al control, collective bargaining fixes and 
regulates prices at many points. “In gen- 
eral, people are free to choose their occu- 
pations, within the limitations of their 
interests and abilities, on the basis of the 
expected income to be derived”’ (p. 22). 
But this freedom, the authors point out, 
is limited by the influence of parents, by 
privileged positions on the part of social 
groups, by high financial costs of certain 
occupations and professions, by the fact 
that “frequently people do not know 
their own abilities, nor do they have any 
easy way to find out what they might do 
well” (p. 23) and by the fact that people 
often misjudge the opportunities in vari- 
ous occupations. 

“Individuals in this country are free 
to spend whatever income they receive 
with some exceptions” (p. 25). The gov- 
ernment spends about 20% of the na- 
tional income. Moreover, consumers 
choose to exercise their freedom in such 
a way that the social psychologists may 
discover that their choices are controlled 
by custom, by habits, by their philoso- 
phy of life, by the methods of sales pro- 
motion and advertising. They also point 
out that consumption is limited by time 
—the consumer must sleep eight hours a 
day and cannot be active in the con- 
sumption of goods during that time. The 
consumer’s life-time is also limited (p. 
172). And death makes a final end to the 
consumer’s activity! (One is tempted to 
add: unfortunately for the producer!) 
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Pages 1 to 85 constitute the first part 
of the book and are entitled, ““The Ex- 
isting Economic Order.” The difficulties 
a person encounters who attempts to de- 
scribe the economic order are illustrated 
by the chapter on “‘Ways of Dealing 
with Risk.”’ I shall quote this five-para- 
graph summary: 


“Risk is universal because information 
and knowledge are imperfect. We do not 
know how the weather or other aspects of 
our environment will change; much less do 
we know how people will behave. 

“Uncertainty is associated with many 
causes and it has many effects on people. 
Attention has long been given to the effects 
on production, but the effects on consumers 
and consumption are equally real and often 
more intimate. Uncertain events may turn 
in one’s favor or against one. They may 
affect personal income, abilities, tastes, de- 
sires, and, thus, consumption, in many ways. 

“The burden of risk may be dealt with in 
several ways. Uncertainty may be reduced 
by preventive or protective measures; it may 
be transferred to others; individuals may 
assume the effects of risk in the belief either 
that they can avoid them or that they can 
turn the uncertainty to their own advantage. 
Organized governments recently have tried 
many devices such as old-age pensions, 
bank-deposit guarantees, unemployment in- 
surance, and minimum standards for com- 
modities, to lessen the risks confronting 
individual consumers. 

“Forewarned is forearmed. To realize the 
presence of risk in its many forms is an aid 
in avoiding its effects; to realize its precise 
nature, its cause, and the possibility of 
shifting its effects to others, is often of great 
personal importance. 

“Tt is not clear that youth should desire 
to avoid all risk, for often the meeting of it 
full on brings the greatest thrills of life” 
(p. 85). 


If the purpose of a great deal of this 
discussion is to argue that the consumer 
is affected by everything that happens in 
the economic system, either in the way 


of rising or lowering costs, rising or low- 
ering prices, rising or declining incomes, 
increasing or decreasing accidents, earth- 
quakes, floods, speculative security val- 
ues, changing interest rates, one might 
add, war and peace—the argument may 
be granted. But then it becomes difficult 
to understand why a whole chapter 
should be given to risk and not a chapter 
to all the other specialized phases of the 
economic phenomena, such as corpora- 
tion finance, trade union organization 
and action, social security legislation, 
the causes and elimination of war. 

Part II of the book is entitled, “‘Pres- 
ent Day Consumption” and consists of 
six chapters (pp. 89-245). In my opin- 
ion this is the more valuable part of the 
book. It represents a treatment of in- 
come and consumption fortified with 
factual evidence taken from the best 
sources. It reflects what is the feeling of 
many that in the field of consumption we 
will be on a more sound basis if we build 
our books out of and around the mate- 
rials of contemporary research rather 
than around the more racy but less exact 
materials that appear in business and 
trade magazines and in the writings of 
such individuals as Stuart Chase, Freder- 
ick Schlink, Arthur Kallet, and Mary C. 
Phillips. 

I feel that practically every page in 
Part II is worthwhile and I am tempted 
to stop here to cite page and verse. But 
I suppose the purpose of this meeting is 
to stir up argument; and the best way to 
stir up an argument is to stress the ele- 
ments of disagreement. The book con- 
tains 51 figures and 61 tables. Some of 
these figures occupy a large part of the 
page, if not the whole page. In addition, 
there is a 37-page appendix (pp. 353- 
389). This appendix is an excellent one 
for students in this field. It is to be com- 
mended to all teachers. There is a very 
complete bibliography (pp. 353-361). 
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There is a scholarly appendix entitled, 
“An Outline of the Field of Consump- 
tion” (pp. 362-375). No teacher of 
consumption should overlook this ap- 
pendix. Moreover, there is an appendix 
of supplementary materials (pp. 376- 
389) which contains interesting, factual 
details. Although this appendix, or the 
three divisions taken together, is es- 
pecially valuable to teachers, I feel that 
such an accumulation in an elementary 
text may lead students to believe that 
the book is deadly factual and scientific. 
I regret this attitude on the part of stu- 
dents but I think it is, nevertheless, a re- 
action which we must keep in mind when 
we build elementary books. 

Of course, there are teachers who can 
take any number of tables and figures 
and use them with such consummate 
skill that the tables and figures become 
real and vital to their students. It is 
thoroughly possible, therefore, that in 
the hands of a skillful teacher, one well 
versed in the skills of interpreting figures 
into qualitative terms, this book could 
be made alive and intriguing to even ele- 
mentary students. 

Nor can I agree always with all the in- 
terpretations made of the tables and 
figures. For instance, on p. 122, a 
graph is reproduced entitled, “Rapid 
Growth of Particular Industries, 1920- 
1935.” This graph shows, among other 
things, that during the early part of the 
current depression the totals of food and 
clothing produced declined more than 
did the production of cigarettes and gas- 
oline. I quote from the authors: ““That 
food and clothing should have suffered a 
greater decline in consumption during 
the depression than did cigarettes and 
gasoline is considered by some to have 
been a sign of a degenerating race. It ap- 
pears to have been the result, however, 
of a democratic choice on the part of all 
the people as to how they would spend 


their money income—a voting with dol- 
lars, so to speak, for the most popular 
commodities. To be sure, the voting was 
influenced by advertising and other 
forms of commercial publicity, but in the 
last analysis it was voluntary and demo- 
cratic” (pp. 121-123). 

I am tempted to raise the question: in 
whose last analysis was it voluntary and 
democratic? If in the authors’ last analy- 
sis, then this analysis is largely missing. 
It may be suggested, moreover, that the 
failure of automobiles to decline in sales 
in the same extent or proportion that 
food sales decline may be due, not to the 
exercise of the democratic choice but 
rather to the fact that the income of the 
automobile-buying classes fell less than 
that of the lower income groups who do 
not buy automobiles at any time and 
who buy mainly food. Or it might mean 
that, even though the incomes of the 
automobile buying class fell substan- 
tially, there was still enough income left 
to continue the purchase of automobiles 
and foods at the cost of reduced savings 
and investments. Apropos of cigarette 
consumption, might not the fact that 
women during this period were acquiring 
a taste for that poisonous but soothing 
herb explain this phenomenon, at least 
in part? I do not claim to know the an- 
swer; but I hesitate to accept the conclu- 
sion that the graph establishes ““demo- 
cratic choice.” 

On page 15g is a figure entitled, ““Com- 
parison of the Population in Minnesota 
in 1930 with a Stationary Population.” 
I question whether most beginning stu- 
dents can interpret this figure. Of course, 
here again the answer is that a skillful 
teacher might make it quite meaningful. 
Also, the table entitled, ‘Analysis of 
the Consumer’s Dollar’ (p. 33) taken 
from Ralph Borsodi’s book is quite con- 
fusing to me. For example, in analyzing 
the consumer’s dollar as spent for bread, 
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I am not sure that a chart dividing the 
consumer’s dollar used to purchase bread 
into such component parts as fabrication, 
18%, physical distribution, 11%, manu- 
facturers’ marketing, 33%, distributors’ 
marketing, 10%, basic production, 28%, 
is very clear. Besides, it might be added 
here, that the graphs were adapted from 
Borsodi’s book, The Distribution Age, 
published in 1927, and Borsodi in turn 
borrowed the figures from the report of 
the Joint Commission on Agricultural 
Inquiry covering the period 1913-1921. 

I do not see the great value in repro- 
ducing extensive tables depicting a dif- 
ference in spending of people in Pitts- 
burgh versus those in Philadelphia 
(pp. 238-239) when the samples are 
small and the variations shown may be 
nothing more than the inaccuracies in- 
herent in such a study. We must not for- 
get that occasionally some of our very 
best government statistics have been 
made up in hotel rooms by government 
investigators and reported as the results 
of door-to-door canvass. 

Finally, on page 243, Table 51 is en- 
titled “Changes in Net Worth for Fami- 
lies Living in Small Mid-Western Cities 
and on Mid-Western Farms, 1935- 
1936” and is described by the authors 
(on 'p. 242) as follows: ‘From this ta- 
ble it can be noted that a group 35 per 
cent of the small-city families and 50 per 
cent of the farm families showed a loss in 
net worth in 1935-1936. Another group 
including 1§ per cent of the families in 
the small cities showed practically no 
gain. In other words, half of each of 
these two representative groups con- 
sumed all, or more than all, of their 
current income and ended the year 
poorer than they started. Thus it ap- 
pears that an income of at least $1250 
was necessary that year under either of 
these two sets of conditions if families 
were to ‘break even,’ and a very consid- 


erable part of the total population failed 
to get that much.” 

This is an inaccurate interpretation 
of the table. The authors have made the 
mistake of concluding that when the net 
result of an average is a minus quantity 
that every figure in the average is a 
minus quantity. 


II 


Gordon’s Economics for Consumers ap- 
parently has a more limited objective 
than Vaile and Canoyer. It is more spe- 
cific in its interest. It attempts no gen- 
eral over-all perspective of the general 
economic system. It deals largely with 
consumer behavior in its various aspects 
and the influences which direct and 
modify it. It organizes this information 
in terms of advice and guidance to stu- 
dents. It bears the marks of a work 
which has risen out of the classroom in 
day-to-day teaching, particularly of 
young students. It is simple, direct, easy 
to read, full of picturesque illustrations 
and not without humor. 

I do not know Professor Gordon nor 
his work at Denison University, but from 
the book and solely from reading the 
book I get the impression of a genial, 
tolerant teacher who feels that he is 
teaching young people, who wants to 
shock their complacence and their con- 
servatism, who wants to make them 
aware of the fact that their conduct is 
amusingly irrational, and one who would 
say, “The job in a beginning class, with 
the kind of students I have, is to arouse 
the student’s curiosity. It does not make 
a great deal of difference what to teach 
them as long as you handle them kindly, 
jar their complacence, and arouse their 
curiosity. That was the purpose of my 
book.” 

Now this statement may be wholly 
unfair to Professor Gordon and since he 
is here today, he can resent this defama- 
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tion of character, if he so regards it, in 
such words as he sees fit to use. The 
point is: the book is a very human book. 

I found the illustrations given by Gor- 
don to be especially intriguing. I was not 
always convinced that they could be 
supported by the best anthropological 
research and I did not think that Gor- 
don was always consistent in his general- 
izations. For example, on the top of page 
78 we read, “It is reasonable to suppose 
that at its inception any custom had its 
origin in utility.” Compare this with page 
87 where he refers to the fact that inas- 
much as “‘eggs and milk may be an al- 
lergy to some people, it is easy to see 
how this phenomenon can be the start- 
ing point of a food custom in a poorly 
informed localized group. If one or two 
members of the group suffer food poison- 
ing, and practically any food may be an 
allergy to someone, the offending prod- 
uct might be removed forever from the 
group’s approved list of commodities. 
Perhaps many food customs had their 
origin in this way.” 

For a further comparison see page 95, 
on whichwe find the following statement: 
“Modern clothing customs reveal many 
meaningless vestiges of former customs, 
some of which had their origin in utility, 
while others never possessed any appar- 
ent usefulness.” This last statement 
seems to me to be the safest generaliza- 
tion. 

Some sample comparisons of Gordon 
with Vaile and Canoyer may be perti- 
nent. 

Take the problem of insurance. In 
Vaile and Canoyer it is merely men- 
tioned as subsidiary to the general prob- 
lem of risk in the existing economic or- 
der. It is one of the ways of dealing with 
the uncertainty that grows out of na- 
tural events, lack of information, un- 
predictable behavior of others, and the 
business cycle (p. 82). It is mentioned 


again in a chapter dealing with factors 
that affect the individual’s capacity to 
consume (chapter 8). One of these fac- 
tors is uncertainty, and say Vaile and 
Canoyer “Life Insurance is a splendid 
example of a medium through which in- 
dividuals may escape the unfortunate 
effects of many forms of uncertainty” 
(p. 149). Then follows a page of general 
remarks on life insurance and its two 
purposes: (1) providing for something 
when the insured person dies, and (2) 
providing an accumulation of funds that 
either may be drawn out in cash and the 
policy cancelled, or may be borrowed 
leaving the policy in force (p. 150). 
Gordon, on the other hand, in his sec- 
tion entitled, ““Making Consumer Con- 
trol Effective’ devotes to the problem 
of insurance two full chapters (fifty 
pages). He sees insurance as protection, 
and protection as one of the intangibles 
that consumers purchase in a market 
where the seller is a specialist and the 
buyer an amateur (p. 434). It is his 
avowed purpose to “outline for prospec- 
tive buyers of protection, the nature and 
basic principles underlying insurance; 
to present the main differences in types 
of policies and types of companies using 
them; to explain the actuarial aspects of 
premiums, cash surrender values, policy 
loans, and surplus sharing; and finally to 
help buyers determine the qualification 
of agents who help to sell them insur- 
ance”’ (p. 481). The emphasis is upon in- 
surance practices as well as principles, 
and the contention is that since insur- 
ance companies hold a fiduciary position 
government regulation ought to control 
their temptation to take advantage of 
the consumer (pp. 463-465). It does not 
seem to be the author’s purpose to make 
his readers insurance experts. Rather, 
he would call attention to those factors 
and sources of information which aid in 
understanding the problems of buying 
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protection. The aim seems to be more 
intelligent consumer behavior. 

Their treatment of advertising shows a 
similar difference in emphasis. In the 
Vaile and Canoyer book it is one of 
thirteen other factors that affect the 
individual’s capacity to consume, and 
is worth part of four pages (pp. 180- 
185) devoted to sales promotion. This 
includes a table of advertising expendi- 
ture in 1930, a suggestion that advertis- 
ing is more effective in causing shifts 
among brands of a commodity already 
in use than in causing people to do new 
things (p. 182), the suggestion that his- 
tory may have borne out Thomas Mal- 
thus’ suggestion that “demand creation” 
might be necessary if consumption was 
to keep pace with technological progress 
and machine production (p. 184), even 
if sales promotion has not completely 
solved the problem of balancing con- 
sumption and production. 

Gordon devotes two chapters (10 and 
11) to advertising in a section that dis- 
cusses restrictions on consumer control. 
The consumer benefits claimed for ad- 
vertising are discussed, and he insists that 
they are all subject to qualification and 
modification. What is important is the 
fact that producers count advertising 
expenditures as business costs, while the 
consumer, who foots the bill, fails to 
realize that advertising is a cost. In fact, 
if advertising does help consumers, any 
benefit is incidental, for its main purpose 
is to benefit producers (p. 178). From a 
consumer point of view the really signi- 
ficant question concerning advertising is 
what it actually does rather than what it 
might do under assumed conditions (p. 
189). And from a social point of view 
what advertising does is decrease the 
production of wealth as it misuses art 
and science (pp. 196-197). Effective con- 
trol of undesirable advertising and elimi- 
nation of unnecessary advertising can- 


not be entirely secured by laws. Final 
responsibility rests with consumers who 
make it profitable for producers to con- 
tinue current advertising practices. 

From these comparisons a difference in 
purpose emerges. Gordon is frankly and 
avowedly proselytizing. Almost half of 
his book is devoted to “‘Making Con- 
sumer Control Effective,” to “pointing 
the way toward wiser consuming prac- 
tices calculated to promote human wel- 
fare.”” He would cultivate consumption 
as part of the art of living, with the pur- 
pose perhaps of restoring the consumer 
to the privileged position assigned by 
Smith, “the sole end and purpose of all 
production.”” He would, it sometimes 
seems, make the consumer a true eco- 
nomic man. 

Vaile and Canoyer, on the other hand, 
seem much more interested in raising 
problems that grow out of an analysis of 
present income and use. Almost half the 
book is classified under “Present-Day 
Consumption.” Income is central. Every- 
body wants more of it, and everybody 
could get more of it, if they better un- 
derstood their position in economic so- 
ciety as consumers. The emphasis then 
is on understanding income distribution 
in terms of the operation of the economic 
system. 

There is no clear definition of the con- 
sumer interest in either of these two 
books. Vaile and Canoyer point out (p. 
6) that the consumer is not always easily 
defined and separated from the pro- 
ducer. Then they go on to define not con- 
sumer interest but “consumption” as the 
housewife’s idea: “‘the use of goods and 
services for the immediate gratification 
of individual desire” (p. 6). The consum- 
er, by implication then, is one who thus 
uses goods and services. Gordon does not 
attempt to give a definition, assuming 
perhaps that the common sense notion 
of the consumer is sufficient for his pur- 
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poses: “Every man, woman and child is 
a consumer” (p. 412). 

This leads both authors largely to neg- 
lect the fields of conflict between con- 
sumer interest and the economic inter- 
ests of other pressure groups. In the Vaile 
and Canoyer book, for example, the only 
reference to unions is as examples of a 
kind of monopoly control (pp. 19; 134) 
and here no mention is made of the ef- 
fect on the consumer. Gordon has a few 
pages on “The labor movement and the 
cooperative movement” (pp. 412-415). 
Here he warns workers against assuming 
that an increase in money wages will re- 
sult automatically in greater real income 
for them as consumers, against thinking 
that improvement of their status as 
workers solves their problem as con- 
sumers, especially since it does not pro- 
tect them against modern advertising, 
misrepresented merchandise, etc. Work- 
ers must learn that their interest as con- 
sumers takes precedence over their in- 
terest as producers. 


Ill 


The dominant impression from read- 
ing these two books is that the field of 
the consumer as an intellectual disci- 
pline and a course of study is confused. 
Here are two books on the consumer. 
Except for the fact that the word “con- 
sumer” appears in the title of both of 
them, there is no uniformity whatever. 
To be sure, both of them discuss de- 
tailed points. The word “‘consumer”’ ap- 
pears frequently. But if the book by 
Gordon is a book on consumers, then it 
would be difficult to state just what the 
book by Vaile and Canoyer is about. If 
Income and Consumption by Vaile and 
Canoyer is a book on Consumption, then 
the larger part of Gordon’s book is un- 
necessary material, certainly relatively 
unimportant. There is no clear concept 
of consumer interest, of the scope of 


material and the range of analysis that 
are relevant, the type of problems that 
should be considered. This uncertainty 
of objective is more striking in the case 
of Vaile and Canoyer than in the case of 
Gordon. 

Gordon’s approach is more limited. It 
is addressed to consumers as buyers in a 
market. The material is directed toward 
making them more alert as to the factors 
which influence their choice, as to the 
methods of business enterprise in trying 
to control their choices. It is a handbook 
of practical information on how they 
might improve the art of spending, prac- 
tical suggestions on how they might 
spend their income more wisely, of how 
various agencies, private and govern- 
mental, might be used to aid them in 
getting as much as possible for the mon- 
ey they have to spend. 

Vaile and Canoyer, in attempting a 
much larger scope of analysis are less 
clear as to the direction they are going. 
A lot of their material could be found in 
books on labor, as well as in books on 
consumers. Some of the material could 
be found in books on the structure of 
business, some in books on marketing, 
some would represent introductory chap- 
ters in an elementary text on the princi- 
ples of economics. One is tempted to 
conclude that the consumer’s interest is 
a sort of general interest in this and that, 
in everything in general. 

This lack of definiteness lies primarily, 
not with the books under review; rather, 
it is an experssion of a larger situation. 
That there exists today something that 
is called consumer movement is gener- 
ally recognized. A graduate student 
made some remarks to me the other day 
that expressed this fact. In giving her 
reason for seeking to enter the graduate 
division for the study of economics, 
after having done her undergraduate 
work in journalism, she said, ‘““Every- 
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body—the faculty and the students of 
journalism—are agreed that the con- 
sumer movement is the coming thing, 
and we all ought to get in on it. But they 
do not seem to know just what it is and 
I have come over to Economics to find 
out just what the consumer movement is 
all about.” 

Perhaps the most one can say is that 
there is a loose comglomeration of in- 
dividuals and groups who think of them- 
selves as consumers. Numerically they 
are a very small minority. They are con- 
sumer-minded. They speak of the inter- 
est of the consumer as paramount. Their 
primary irritation is against the tactics 
of competitive advertising and salesman- 
ship. The more belligerently-inclined 
speak sharply of consumers “being ex- 
ploited by businessmen.” (See A. A. 
Friedrich, in McKenzie (editor), Planned 
Society, Chapter 14.) They are impa- 
tient with governmental authorities who 
ignore their protestations with patient 
indifference and patronizing compla- 
cency. This attitude of governmental au- 
thority, they seem to believe, is due 
largely to the lack of effective consumer 
organizations. But when they seek to 
arouse and to organize people into ex- 
pressing the consumer interest in group 
action, they run into difficulties. People 
who they think should be aware of the 
fact that they have a consumer’s inter- 
est seem to be apathetic. 

All this means that the consumer in- 
terest is still a vague aspiration and a 
sentimental longing. Partly this is true 
because there has been very little active 
thinking in terms of consumer interest 
on the part of professional economists. 
Economic theory has dealt with the con- 
sumer under the general aegis of the 
law of diminishing utility, a spiritual, 
rational force that reduces by accurate 
calculations the innumerable varieties of 
goods and satisfactions to a set of prefer- 


ence curves. As a result the consumer- 
minded layman has found little by way 
of clarification of the consumer interest 
in the weighty tones of economic theory. 

Forces, however, are in the making 
which are gradually changing this situa- 
tion: (1) There is an increasing aware- 
ness on the part of people that social or- 
ganization is what pressure groups make 
it. (2) There is a feeling, whether justified 
by facts or not, that business and labor 
andeven agriculture with government aid 
are assuming monopoly characteristics. 
(3) Things are changing in the field of 
economic thinking. An increasing num- 
ber of economists are breaking with the 
abstract Ricardian method of analysis 
and are spending more of their time and 
energy in the observation of individual 
and group behavior. 

Less and less is the economist looking 
at consumers’ conduct to find out how it 
contributes toward the achievement of 
a perfect market equilibrium. More aad 
more he is asking: How do consumers 
act in the going society? What patterns 
of use exist? How do they vary in re- 
sponse to income? to depression? to 
prosperity? to race? etc. What is the re- 
lation between the interest of the con- 
sumer and the interest of business men? 
of workers? of salaried employees? of 
farmers? of professional people? What 
attitudes and habits govern the choices 
of consumers? What decisions do they 
make? As this process goes on possibly 
we may find that some of the inquiry 
will be pointed toward the problem of 
establishing standards for goods, com- 
modities and services. 

But not only in the academic field is 
the change of emphasis of interest lead- 
ing to an examination of consumer be- 
havior, but the so-called consumer 
movement is producing an increasing 
number of technically minded individu- 
als who apply their technical skill as 
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chemists, as engineers, and as statisti- 
cians to the definition of consumer inter- 
est. 

If we examine the activities of this 
group, we may discover an increasingly 
sharper orientation under which the con- 
sumer interest as everything in general 
is becoming something in particular. The 
interest appears to be in the consumer as 
a buyer of goods. To buy effectively, 
what is necessary? They answer: the 
consumer must be informed. It is obvi- 
ously impossible to make chemists, en- 
gineers, and home economic experts of 
the many millions of consumers and 
buyers in the market. And this, they 
argue, is unnecessary. The consumer can 
be informed if there exist standards by 
which goods and sources may be graded. 
Under this line of reasoning the con- 
sumer’s interest is (1) an interest in the 
development of standards by which the 
quality of the many goods and services 
offered for sale can be judged and (2) in- 
formation labelling and other identifying 
methods which inform the consumer re- 
garding the specific quality of the goods 
or service under consideration. 

But who is to do the grading and how 
is informational labelling to be estab- 
lished? In view of the magnitude of the 


task, some believe it can be accom- 
plished only by governmental action. 
Some believe that it should be done 
through private action, through negoti- 
ation with trade associations and busi- 
ness groups. But whatever may be the 
answer that consumer technicians may 
give to this question, it is merely im- 
portant that here at least is some clarity 
of thought, some degree of precise defini- 
tion. 

Consumers, it is an obvious argument, 
are also interested in prices. But just 
what is the consumer interest in prices is 
not as clear as the interest in standards 
and quality. To say “low prices’’ is no 
answer. “How low?” is the question. To 
say that the consumer is interested in 
“fair prices” is no answer either. What is 
fair? is the question. 

Contrast the interest of the worker. 
Samuel Gompers once put it, ““We want 
more and more and more and more, and 
by God we are going to get it!’ The rep- 
resentatives of the consumer interest 
have not yet achieved that state of de- 
fiant arrogance, that ability to put in 
one sentence the complete philosophy of 
the consumer interest. No wonder we are 
confused. 


DISCUSSION: LELAND J. GORDON, Denison University 


Since Professor Atkins’ remarks fall under 
three different headings I shall follow his 
plan in presenting my reply. The first section 
is necessarily personal, since the reviewer 
attributes certain personal characteristics 
and teaching ideas; the second section deals 
with specific comments on my book; while 
the third expresses my reactions to Atkins’ 
general comments on the consumer move- 
ment. 


I 


The basic aim of our work at Denison is 
to teach students how to think critically, 


not what to think. We regard the develop- 
ment of a tolerant attitude as a task of 
primary importance. It is our judgment that 
insofar as possible students should build 
their knowledge of consumer economics on 
their personal experiences and observations. 
Toward that end we use the project method 
which puts the flesh and blood of reality on 
the skeleton of economics, by fusing the per- 
sonal consumer interest with the broader 
social interest. Projects which have been 
tried and have proven useful are included at 
the end of each chapter. Our purpose cer- 
tainly is not merely to “shock their com- 
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placency” but rather to stimulate a critical 
attitude toward personal and group con- 
suming practices. Nor would I regard my 
work as complete if it did no more than to 
arouse curiosity. Experience has shown that 
it actually leads to two results, the first of 
which is individual action toward improved 
consuming technique, while the second is the 
growth of an active social interest in the 
broader problems which face all consumers. 
Throughout our discussion of Part III en- 
titled “Making Consumer Control Effec- 
tive,” emphasis is shared between promot- 
ing the personal interests of those in the 
course and consideration of the problems of 
those whose annual family income is $1160. 
For example, our discussion of life insurance 
is divided between problems of building a 
personal insurance estate and those of the 
buyer of industrial insurance. Students leave 
that topic with a determination to find out 
why the Massachusetts Plan of Savings 
Bank Life Insurance has not been adopted in 
their state. In contrast with the traditional 
course in principles of economics, which is 
necessarily more abstract, more impersonal 
and often quite unreal, consumer economics 
becomes a living, vital course of study and 
one from which every individual can draw 
ideas for immediate use. 

It is true that Economics For Consumers 
has come from the crucible of classroom use. 
This means that some of those for whom it 
was written had a voice in determining its 
content. Moreover some of the suggestions 
have come from students after their gradua- 
tion as a result of their thinking and ob- 
servation outside the classroom and off the 
campus. 

What is taught and how it is taught make 
a very great difference. I certainly favor the 
institutional approach in consumer eco- 
nomics. I cannot accept the concept of an 
economic man but insofar as possible my 
students are given an opportunity to com- 
pare all approaches and to make their own 
choice. Toward the end of avoiding any un- 
conscious indoctrination each member of 
my class reviews another book in the field 
which means that twenty to thirty view- 
points, many of them sharply at variance, 


are presented to the group. As a consequence 
critical students reject some of the con- 
clusions which I reach. 


Il 


Professor Atkins’ sentence in which I am 
interpreted as saying that “from a social 
point of view what advertising does is to 
decrease the production of wealth as it 
misuses art and science” is a case of a re- 
viewer turning a result into a cause. In 
chapter 11, to which reference is made, there 
is a section entitled, “‘Consumers’ case 
against advertising,” in which eight criti- 
cisms are discussed including the suggestion 
that “much current advertising results in an 
actual decrease of wealth produced’”’ and 
that “some advertising misuses art and 
science.” There is absolutely no causal con- 
nection, the textual treatment of one state- 
ment appearing on page 196 under a separate 
heading, while a discussion of the other 
appears on pages 197-198 under its dis- 
tinguishing italicized heading. 

In discussing a difference in purpose of 
the two books under review Professor Atkins 
writes, “Gordon is frankly and avowedly 
proselytizing.” The verb “‘proselyte’’ is de- 
fined as follows: “To convert to some re- 
ligion, opinion, system, or the like....” Is 
one proselytizing when one points a way to 
a certain end? If so, then Professor Atkins’ 
statement is valid. But if his statement 
means that I am openly urging readers to 
follow my way, abandoning all others, then 
I must deny his assertion. Throughout my 
work I iterate and reiterate that if one wishes 
to become a wise consumer such a device as, 
for example, budgeting will help, but there 
is no insistence that everyone must budget 
or that those who do not do so cannot be wise 
consumers. In the same spirit and with the 
same purpose principles of life insurance are 
outlined for those who may wish to use that 
device for improving their status; the pros 
and cons of home ownership are considered 
but the reader is neither urged to buy nor to 
rent. As stated in the preface (p. iv), 
“...the main purpose of this book is to 
present principles as a guide to action. ...” 

In his last comparison of the two books 
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the reviewer concludes that the authors of 
both books have largely neglected the fields 
of conflict between consumer interest and the 
economic interests of other pressure groups. 
One exception is noted in the words, “Gor- 
don has a few pages on ‘the labor movement 
and the cooperative movement’.” This is a 
curious conclusion in view of the following 
facts: In chapter 8 the conflict between a 
small but powerful pressure group of fashion 
producers and consumer interests is dis- 
cussed (pp. 152-153). In chapters 10 and 11 
the conflict between certain types of ad- 
vertisers and the consumer interest is con- 
sidered (specifically on pp. 178-188 and 
pp. 219-220). Chapter 12 portrays the 
conflict between fraudulent producers and 
consumers, and chapter 14 that between 
installment credit sellers and consumer in- 
terests (pp. 291-294). Chapter 15 calls 
attention to the conflict between business 
men on the one hand with educators and 
consumers on the other over the issue of con- 
sumer education (p. 314). In chapter 17 it 
is stated that “Intelligent consumers do not 
wish to purchase high quality at low price 
if low prices have been secured at the ex- 
pense of unorganized workers’ (p. 358). 
Chapters 18 and Ig treat not only of the 
labor movement in relation the cooperative 
movement (pp. 412-415, as noted by At- 
kins), but include the possible effects of the 
latter upon business men (pp. 415-419), 
upon advertisers (pp. 419-422), and upon 
small businesses (pp. 422-424). Attention is 
drawn to the conflict between life insurance 
companies and agents, on the one side, with 
consumers on the other side over the agency 
system of selling insurance in chapter 21, 
(pp. 479-481) and in chapter 25 the re- 
sistance of canners to consumers’ demands 
for grade labeling is analyzed (pp. 574-576). 
Chapter 26 describes the conflict of inter- 
ests between proponents of resale price main- 
tenance laws and consumers (pp. 590-594), 
while chapter 27 portrays at considerable 
length (pp. 611-626) the crossplay of con- 
flicting interests in the Congressional arena 
over proposed legislation designed to regu- 


late producers and advertisers of foods, 
drugs, and cosmetics. 


iil 


“The dominant impression from reading 
these two books is that the field of the con- 
sumer as an intellectual discipline and a 
course of study is confused,” says Professor 
Atkins. No one is more keenly aware of the 
problem of exactly what constitutes eco- 
nomics of consumption than those working 
in the field. It is true that there is consider- 
able variance among the six books reviewed 
here this afternoon. It is true also that there 
is considerable variance among such texts 
dealing with elementary principles of eco- 
nomics as Bye, Ely, Fairchild, Garver and 
Hansen, Gemmill, Kiekhofer, Meyers, the 
Princeton Series, Taussig, and, in a class by 
itself, McConnell, Ayres, Friedrich, and 
Atkins, Economic Behavior. Perhaps this 
very diversity of opinion and approach is 
to be welcomed as an indication of thought- 
ful, even though delayed, development. And 
it might be added that in my judgment it 
is quite possible to develop a book and a 
course as intellectual disciplines which are 
also interesting and “‘human.”’ 

On page 18 Professor Atkins concludes 
that the consumer interest “‘appears to be in 
the consumer as a buyer of goods.’”’ To buy 
effectively a consumer must be informed. 
But this is only one third of the problem, 
one phase preceding, the other following 
the consumer’s act of purchasing. In a sys- 
tem of comparative freedom of choice 
consumers must first decide what to buy 
with their limited incomes. Then having 
made the purchase consumer interest re- 
quires efficient, in contrast to wasteful, 
utilization. The consumer interest then is 
(1) to reach an intelligent decision on the 
basis of which to choose a few things from 
among many, (2) having chosen, to buy as 
intelligently as possible (this comprises 
Atkins’ points one and two) and (3) having 
purchased, to use the goods and services 
wisely and efficiently. 
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DISCUSSION: ROLAND S. VAILE, University of Minnesota 


My collaborator, Miss Canoyer, has given 
me permission to respond as follows: 

1. We are grateful for the courteous and 
kindly treatment that Professor Atkins has 
given our study on Income and Consump- 
tion. We could have been much more caustic 
ourselves. 

2. Professor Atkins expresses some con- 
cern over the teachableness of our presenta- 
tion. We wrote a text for use at the Univer- 
sity of Minnesota. (Perhaps Henry Holt 
was concerned about its use elsewhere, but 
we were not.) At Minnesota we look upon 
textbooks as points of departure; we want 
our students to see the process by which 
inferences are drawn from observations and 
to differ at times from the inferences pre- 
sented in the text; and we expect our teach- 
ers to handle competently the discussion of 
material presented in tables and graphs. In 
other words, our presentation in this book 
is deliberate and in line with our ideas of 
sound pedagogy. 

3. Professor Atkins wonders why we 
emphasize risk to the extent we do. To us the 
answer is both simple and satisfying. Eco- 
nomic theory postulates certain types of 
behavior of the “economic man’”’ as datum 
points or bench marks from which to meas- 
ure certain economic phenomena and effects. 
Everyone knows, however, that people do 
not behave like the hypothetical economic 
man, but like human beings. We believe 
that one of the most important forces con- 
tributing to the apparent vagaries of human 
behavior is uncertainty; and we believe, 
further, that a fine appreciation of the forms 
and extent of uncertainty is essential to any 
discriminating consideration of economic 
problems, whether of corporations, labor 
unions, governments, or consumers. 

4. If there were time, we should enjoy a 
round-table discussion with Professor Atkins 
on those of our inferences which he ques- 
tions, just as we encourage such discussions 
in our classes, but for the purpose of this 
meeting we focus attention mainly on two 
questions: 


(a) Is there a science or discipline of con- 
sumption? 

(b) What are the desirable forms of con- 
sumer education? 

With respect to the latter question, doubt- 
less many experiments will be undertaken 
in the future as in the past. The field will 
divide in part, we suspect, between those, on 
the one hand, who believe that students 
should be given many rules as aids in the 
choice and use of commodities, and, on the 
other hand, those who are more concerned 
with the principles and forces that have 
produced the present patterns and problems 
of consumption. Probably the former type 
of material is sufficient for high school 
courses and for some adult extension courses. 
For our particular educational problem at 
Minnesota, however, we believe the latter 
type of training is highly desirable. Perhaps 
in many situations both types should be 
offered. In the General College of the Uni- 
versity of Minnesota, for example, several 
“rules and procedure”’ courses are given as 
direct aids in consumer buymanship, in 
addition to the course based upon our text, 
which text we hope is an aid in developing 
the habit of drawing inferences from ob- 
servations rather than a fact book to be 
memorized. Furthermore we should point 
out that the objective of providing con- 
sumers with true competence in selection of 
merchandise from among the 180,000 items 
carried by Macy’s store presents problems 
that are fantastically Herculean on the quan- 
titative side alone: a catalogue with ade- 
quate description of each item would be a 
library, and its writing would require ex- 
perts in many lines. 

5. Professor Atkins expresses concern be- 
cause he finds no definition of Consumer 
Economics in our book. We should have been 
astonished if he had. We had no intention, in 
point of fact, to write a book on consumer 
economics. Ours was merely an experiment 
in pedagogy—we wanted to know whether 
or not we could get greater interest, appreci- 
ation, and understanding of economic pria- 
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ciples and problems among beginning stu- 
dents when we approached the subject 
mainly from the standpoint of our mutual 
interest as consumers rather than from the 
less intimate standpoint of the producer. 

, We believed, for example, that “cost” 
as measured by the accountant, justifies 
neither a particular return to the producer 
nor a particular price to the consumer. We 
believe, further, that the concepts of mar- 
ginal producer and marginal consumer are 
essential to an analysis and understanding of 
the origin and distribution of income. We 
wanted to see for ourselves whether or not a 
consumer approach to such matters as these 
would be satisfying to us as teachers and 
edifying to our students. After five years of 
experimenting we decided in the affirmative 
and so, as a matter of convenience, we found 
a publisher for our material. That is a very 
different thing, in our opinion, from an at- 
tempt to set up a new discipline of consumer 
economics. 

6. Turning, then, to the question: “Is 
there a science or discipline of consump- 
tion?” In our opinion any such discipline 
must be a matter of synthesis, eclectic in the 
extreme. It would include evidence from 
such sciences as: 


physiology and genetics 
physics and chemistry 
psychology and neurology 
economics and political science 


and from such arts as: 


engineering and dietetics 
painting and music 
banking and advertising 


and the whole would be impregnated deeply 
with many different philosophies such as 
those of: 

the stoics 

the aesthetics 

the epicureans 


the utilitarians 
the bacchanalians 
the Christians. 


We believe that a synthesis of these matters 
would involve us in problems of permuta- 
tions so deeply that while tentative, prag- 
matic and arbitrary answers to consumer 
questions might appear, absolute ones would 
not. In other words, a discipline of consump- 
tion must be, at best, a doctrinaire art unless 
it reaches the stature of a philosophy em- 
bracing all science. 

7. To the extent that consumer economics 
is an attempt to reduce uncertainty, waste, 
and poverty through either a new or a re- 
newed emphasis on integrity and wisdom, we 
are for it. To the extent that it becomes 
special pleading for consumers qua con- 
sumers, we are skeptically tolerant; but to 
the extent that it involves the adoption of 
a philosophy defining “good” and “bad” 
patterns of consumption, we want none 
of it! 

To illustrate: My grandson is of the third 
generation of Vailes born in that state of 
amazing contrasts, paradoxes, and anoma- 
lies—California—which has given to the 
world: 


The Comstock Lode—and Ralston’s Ring; 

Lucky Baldwin—and the Santa Anita 
Race Track; _ 

The “Big Four’—and the Huntington 
Library and Stanford University; 

The Imperial Valley—and Harry Chand- 
ler, and The Winning of Barbara Worth, 
and Boulder Dam; 

The highly bourgeoise citrus industry— 
and the highly risque movie industry; 
Miller and Lux—and Frank Norris’ 
Octopus and now Factories in the Field. 


For my grandson’s sake, I hope that Cali- 
fornia may continue its scintillating, kalei- 
doscopic (catastrophic if you will) evolution, 
without adopting any single science or 
philosophy of consumption. 











